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In a perfect world...




no one would have to die.




ke e would leave.



[ look only forward and I see far.
















In a perfect world, no one would need insurance.




In a perfect world...







my investments ensure my dreams.
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Assurance.
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|
J

Years.

At Jehn Haneeek, we Phave provided vamatehed finanele] assurance

@ our eustomers since 18682. Delvering esults ane Meeting customer

needs are centgl te our brend idently and sverell misslon: keeping prom'ses.
Jean Hengock s the reliabie brand.
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Focused.

¢305.7 million

after-taxx operating income.”

14.5%

operating return on equity.

29%

increase in operating earnings per share.

0

We are sharply fecused en creating meeningiul velue net only for eur customsrs, but alse for cur sharshelders.
Censistently strong financial results are the ulimate measurs of Our suceess.

(1) In various portions of this Annual Report, financial performance is referenced on the basis of aftertax operating income which is a manner
in which the Company evaluates its ongoing operations. For an explanation of aftertax operating income and the manner in which it is
determined by the Company thraugh adjustments to net income according to generally accepted accounting principles (GAAP), please

see the section, Results of Operations by Segment (page 41), in Management's Discussion and Analysis of Financiai Condition.
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John Hancock Financial Services, Inc.

core retail products.

20004+

options.

We are highly skilled in menufactudag new preducte. Our core retell product areas are life
Insuranee,; lengterm eang (LTC) insuranes, anauities and mutual funds. Within each, we effer
many eptions and choices - from cONServelive 1o mere aggressive, depending on the customers
needs. in instiutions) markets, we Rave bullt @ langs, profitabie business by furnishing produets
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Available,

250,000

representatives.”

We effer eur brand virtually arywhers the customer wamnts. By making eur brand availeble Greugh all retall
chennels - agents, benks, insurance brekers, brefer/deeler firms and the ntemet = end by continuing
o expand owr panelraiion of cah channel, we Serve eUr eustomers beiier And Erive oUr FRVeRYe Zrewi

(2) Approximate number of financial professionals
authorized to sell John Hancock products.
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Trustworthy.

A+

(5@?@1@ r) highest possible rating,”

AAA

(exceptionally strong) highest pogsﬁ@ rating.”

A A+

(very strong) second-highest possible rating.

Aa2

(excellent) third-highest possible rating.”

John Haneoek Life Insurancs Company is ors of enly & handful of companias In the Industry %o
earn top ratings frem the mejer rting agencies. Ow ratings dermonstrate that we have the finaneial
resourees @ mest cur ebligations to policyholders, & vitel charaetenstic net oaly in current ynesriain
econemie times — but In 8l dmes.

(3) A.M. Best, (4) Fitch, (5) Standard & Poor’s, (6) Moody's. Ratings are as of March 1, 2002,
and do not apply to mutual funds and the subaccounts of variable products.
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0
U.S. insurance brand.

Consume: SUMNETS ~ Show & U5% awsrshess of our brand. The New Yerk Times renied John Henesek

ameng the “100 mest powertul corperate, meeia enel product Brenos OF (e TVented Contry, e
onlly insuranse cempany ineluded on the list. * We continue to Tnvest in our brand to bulle s market
presence and highlight fie atrbutes of finenclel assuranes, focused perormancs. flexibilly, evellebility
ene@ trustworthiness. Our highly rated brand halps epen distibution chanreis and sell procivets.

(7) Survey conducted by Roper Starch Worldwide and Plan-it Marketing, September 2001.
(8) The New York Times, December 13, 1999.




David F. D’Alessandro Chairman and Chief Executive Officer
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To Our Shareholders

In 2001, our strategies were put to the test. We faced many issues: an economic recession, declining equity
prices, estate tax reform, declining fixed income yields and deteriorating credit market quality. And, regrettably,
the September 11 terrorist attacks. Yet, we not only withstood these problems, but achieved record financial
results while continuing to deliver on our promises to our customers and investors.

Revenues, after-tax operating income and return on equity all reached new highs. Our 12% increase in operating
earnings per share led our peer group,® easily outpacing the average 27% decrease for six insurance
companies against which we measure ourselves. Moreover, we were the only company in this group to meet its
original 2001 Wall Street consensus earnings estimate established in January 2001.

Two years of strong financial results as a public company are reflected in our stock performance. In contrast to
the 12% decline of the S&P 500 Index and. an average 16% share price decline for our peer companies, the price
of our common stock advanced about 10% in 2001. Better still, since our demutualization early in 2000, the
value of our stock has more than doubled from an initial offering price of $17.00 on January 27, 2000, to $40.32
as of March 5, 2002.

We were guided by a strategic plan that includes: leveraging our highly visible brand; developing innovative new
products that address consumers’ changing needs; increasing the penetration of our retail distribution channels;
building our institutional business through the application of our sophisticated credit evaluation and investment
management skills; and driving down expenses.

An important element of our strategy is diversity of products, distribution and business lines. This diversity paid
off in 2001, when many investors reallocated assets toward more conservative products. For instance, our variable
annuity products experienced a sales drop in 2001, but this was more than offset by increased sales of our fixed
annuity products, which resurged after having been out of favor.

Financial Highlights

Year Ended December 31 2001 2000 1999 1998 1997
Aftertax operating income (in millions) $ 805.7 $ 7388 $ 613.2 % 500.8 $  448.0
After-tax operating income per share 3 262 $ 234 $ 1.95 $ 1.59 $ 1.42
Aftertax operating return on equity 14.5% 14.3% 13.2% 11.5% 11.4%
Assets under management (in billions) $ 1242 $ 1252 $ 1273 $ 124.4 $ 1133

(9) Allmerica, Hartford, Jefferson Pilot, Lincoln National, MetLife and MONY.
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Also, federal estate tax changes sharply reduced sales of survivorship life. However, we more than offset the
reduced sales in 2001 with increased sales of corporate-owned life insurance (COLI) and single life insurance,
aided in both cases by new products.

The past year has seen a dramatic shift in consumer attitudes. Consumers are more interested in protecting their
families and their assets, are less willing to take risks and are more cognizant of the need for experienced financial
advice. Nearly 60% of the consumers we surveyed said they believed more strongly in the importance of life
insurance than they did a year ago.

We are well positioned for this evolving financial services marketplace. We have the products consumers want
and one of the best-known and most trusted brands. Research shows that our brand is highly respected for its
“financial stability,” and consumers view us as an “established leader” in insurance and investment products.

Our retail and institutional products are second to none. In retail protection, we added new single life products in
2001 and an enhanced COLI variable product, as well as proprietary products designed for specific distribution
channels such as M Financial Group. [n the retail asset gathering area, we launched a variety of proprietary fixed
income annuities for specific banks and further enhanced Revolution, the industry’s first variable annuity to
include LTC insurance features. We were also one of the first to design this unique feature in a fixed annuity.

In institutional markets, our guaranteed and structured financiai products business had an especially strong year.
We extended the marketing of our global funding agreements to the United States and expanded our structured
settlement annuity offerings to include an attorney fee program. In 2002, we will launch a new program called
SignatureNotes, which will use the expertise of this business unit in the retail savings market.

Our brand helps to capture distributor shelf space and predispose consumers to buy our products, regardless of
the economic environment. We continue to support the brand with distinctive advertising and event marketing.

One of our biggest opportunities lies in distribution channet expansion. In 2001, we were especially successful
in increasing our penetration of third-party channels such as banks and insurance brokerages. Distributors want
to sell John Hancock products because of the quality and reliability of our brand and the strength of our balance
sheet. And the career system, which remains central to our distribution efforts, was bolstered in 2001 by recruiting
approximately 100 highly experienced agents who are top industry producers.

All told, approximately 250,000 representatives across all channels have access to our products. In 2001,
60,000 of them sold a John Hancock product. We see a huge opportunity to increase sales by strengthening
relationships with our current distribution partners.

One of our goals is to accelerate the growth of our assets under management, which totaled $124 billion at the

end of 2001. Included in this figure are $58 billion managed through our general account, $43 billion invested
for third parties, and $23 billion in separate account-managed assets.
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Qur general account, a major source of earnings, is invested primarily in fixed income securities. We employ a
proprietary process to maximize value under all economic circumstances and our goal is to generate superior risk-
adjusted returns. We have done just that, consistently outperforming our peer group and establishing a repu-
tation as one of the nation’s premier fixed income investors. Given the economic environment, however, we have
seen an increase in credit losses this year and continue to closely monitor our entire portfolio.

We manage our capital with a focus on maximizing return on equity and earnings. In 2001, we bought 15.5 million
John Hancock shares in an ongoing share repurchase program.

While we continue to seek acquisitions that would add distribution, third-party invested assets or books of business
that fit our core products, most current asking prices are not conducive to adding long-term value for shareholders.
However, we have been successful with acquisitions over the past few years, including the purchase of Royal &
Sun Alliance Life Insurance Company of Canada in 2001. In early 2002, John Hancock Funds acquired the
$109 million U.S. Global Leaders Growth Fund from Yeager, Wood & Marshall, Inc., subject to approval by the
fund’s sharehoiders.

We are excited about your company’s prospects in 2002 and beyond. in December 2001, in partnership with MetLife,
John Hancock was awarded a seven-year contract to underwrite the new Federal Long-Term Care Program, giving
us exclusive access to meeting the LTC insurance needs of up to 20 million federal employees and their families.

And in January 2001, we faunched our joint venture life insurance company in China, an emerging insurance
market with enormous long-term potential. We have established a strong team of agents in China and are actively
marketing our products there.

Looking ahead, we face another tough battle in 2002. The economy remains uncertain and new bond yields are
at their lowest levels in 40 years. Nevertheless, through the effective application of our strategies, we expect to
succeed again in 2002. We currently anticipate that operating earnings per share will increase by 10% to 12% in
2002, dependent on stock market appreciation of 5% to 6% and an anticipated economic recovery in the second
half of the year.

Our performance reflects a team effort by our talented group of employees and producers. With their help, we will
continue to provide superior value to our customers and to you, our shareholders.

T Ptk

David F. D’Alessandro, Chairman and Chief Executive Officer

March 5, 2002
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Retaii Protection

Operating Review

Segment after-tax operating income up 20% to $299 million. We had another strong earnings year in our

retail protection business despite federal estate tax changes, which dampened sales of survivorship

life insurance. Strong growth was fueled by product innovation and expanded distribution channels.

Life insurance. This business withstood a challenging environment
to produce another year of strong growth. Although sales of sur-
vivorship life and term life insurance declined, the decrease was
more than offset by increased sales of COLl and universal and
variable single life policies. We not only introduced an innovative
COL! policy, but also capitalized on strong market demand for
COLI products. COLI/BOLI (Bank Owned Life Insurance) sales
increased 130%, led by variable products, whereas core life policy
sales were down 10%.

We introduced a variable universal life single life portfolio,
Medallion VL Edge, and Medallion VL Plus, for the brokerage
channel. In addition, at the end of the third quarter, two new
variable survivorship products, Variable Estate Protection Edge and
Variable Estate Protection Plus, were introduced, offering even
greater flexibility and performance than our current industry-leading
products. M Financial Group distributes our products to superaffluent
customers. New for this channel was the survivorship version of
Magnastar, a private placement product.

|

a9 00

Life Insurance Sales (in millions of dollars)
Up 18.2% to $318.8 million

Long-term care insurance. LTC insurance is an important growth
market for John Hancock. In 2001, sales were driven by increased
volume of individual and group LTC insurance products. Individual
LTC sales benefited from our natural expansion of John Hancock/
Fortis products, the introduction of Gold Select policy enhancements
to additional key states, a new California product portfolio and the
evolving relationship with Fortis brokerage distribution. We acquired
the Fortis individual LTC insurance business in March 2000.

Our new LTC EasyPay Program enables a customer to use income
from a Hancock immediate fixed annuity to automatically pay for
Hancock LTC insurance.

Our seven-year contract to underwrite the new Federal LTC
Program, in partnership with MetLife, validates our leadership in
LTC insurance. The program itself is expected to raise awareness
of the need for this type of insurance among the general population.
Coverage under the federal contract is voluntary and will be paid
for by employees and their families. We currently expect John
Hancock and MetLife combined to receive 300,000 applications
by the end of 2002.

€6.8

99

Long-Term Care Insurance Sales' (in millions of dollars)
Up 6.6% to $119 million

tindividual and Group combined. includes American Republic private labet,
GLTC non-LIMRA sales and post-acquisition Fortis product sales.
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Segment after-tax operating income up 15% to $148 million. Higher operating income reflected earnings growth

in both our mutual fund business, driven by expense management, and our fixed and variable annuity business.

Annuities. Our retail annuity business had another solid year, as
increased sales of fixed annuities more than offset a decline in
variable annuities. Product innovation and regular improvements to
existing products are keys to our success. New “transformational”
products, which keep pace with customers’ evolving needs,
included Revolution FX, the industry’s first modified guaranteed
annuity with LTC options, and a Beneficiary Tax Relief option available
with Revolution VA that provides additional funds to beneficiaries
to cover the taxes incurred on annuity proceeds at death.

Growth is also fueled by the increased penetration of distribution
channels. In 2001, we introduced proprietary products for HSBC
Bank, Michigan Nationat Bank and Compass Bank, among others.
By year-end, Compass Bank had issued more than $200 million
of Hancock products since signing a distribution agreement in
May 2001. In addition, we entered a sales agreement for a pro-
prietary fixed annuity with Legacy Marketing Group, a third-party
distributor, and increased our sales through the Signator agency
and broker/dealer channels.

1,878.4

1,468.7

Retail Annuity Sales? (in millions of doilars)
Up 6.5% to $2,103.2 million

*Variable Annuity sales exclude safe harbor internal exchanges of $25.0 million
in 2000 and $1,910.5 million in 2001.

Annuity lapses had increased in 2000 and were likely to rise even
more. We successfully brought lapse rates under control with an
upgrade program that allowed existing variable annuity contract-
holders to transfer from their oider variable annuities into our new
Revolution variable annuity without penalty.

Mutual funds. We managed 67 funds with total assets of $29.3
billion at the end of 2001, compared with $31.7 billion a year
earlier. Reduced assets under management were due to market
depreciation. Net sales were $554.5 million in 2001, and we
ended the year having had six consecutive quarters of positive net
sales despite difficult industry conditions.

Favorable sales results set the stage for renewed asset growth as
the stock market recovers. In addition, we have worked hard for
the past two years in managing expenses and building our private
client group business. One of our goals is to be quick to market

with new funds that meet investors’ needs, as we did by launching
a new biotech fund in 2001.

Mutual Fund Assets Under Management (in billions of dollars)
Down 7.6% to $29.3 billion
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Institutional Guaranteed

and Structured Financial Products

Operating Review

Segment after-tax operating income up 15% to $244 million. Operating income was driven by higher earnings
from spread-based products, more than offsetting lower earnings for fee-based products. This segment enjoyed

another year of robust sales growth.

Global funding agreements (GFAs). Our GFA business had an
especially good year. GFAs are fixed- or floating-rate fixed maturity
products. We issue them primarily to institutional investors, such
as pension plans and banks, and invest the proceeds through our
spread lending operations. GFAs typically carry fixed maturities of
five to 10 years, are fully hedged for currency risk and are an
excellent fit with our asset/liability matching skills. They are
popular with non-U.S. institutional investors seeking to diversify
risk by purchasing obligations of highly rated U.S. issuers. Since
entering the GFA business in the late 1990s, we have grown
steadily and become one of the leading participants. We recently
expanded our issuance to the U.S. market.

Guaranteed investment contracts (GICs). GICs are sold primarily
to support a stable value investment option in 401(k) plans. Sales
rebounded in 2001 as many 401(k) participants shifted assets from
equities to fixed income investments, including stable value funds.

99 00 01

Global Funding Agreement/Guaranteed Investment Contract Sales
(in billions of dollars)
Up 18.0% to $4.6 billion

Annuities. We broadened our annuity business by introducing a
structuring program for attorney fees. This followed our entry into
the structured settlement annuity business in 2000. The structured
settlement annuity provides a tax-free stream of periodic payments
to individuals who receive awards or settlements in personal
physical injury disputes. The attorney fee program allows counsel
to defer legal fees as taxable disbursements into the future.
Structured settlement premiums in 2001 exceeded $70 miilion.

SignatureNotes. In 2002, we plan to introduce new bond-like
notes in increments as low as $1,000. We believe we will be
among the first insurance companies to enter the retail notes
market, which totaled $24 billion in issuance in 2001.
SignatureNotes will be offered over the Internet to retail clients.
They will permit us to access a new source of funds while enhanc-
ing the John Hancock brand.

453.0 i

99 [o]¢]

Annuity Sales' (in millions of dollars)
Up 22.1% to $900.5 million

' Single premium annuities, structured settlements and terminai funding annuities.
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Institutional Investment Management

Segment after-tax operating income up 22% to $30 million, excluding one-time events in 2000. Earnings

grew due to increases in our mortgage banking subsidiary and partnership investment income in our
discontinued energy resource management business, but were offset by declines in institutional equity
management and the Hancock Natural Resource Group. Our overriding goal is to grow assets under

management, because assets provide the engine for fee revenue and earnings growth.

Equities. A key challenge is to revitalize the asset growth of
Independence Investment LLC, our public equity and bond man-
agement unit. Independence has experienced the same problems
experienced by many value-oriented equity managers over the past
two years: reduced assets under management due to a combination
of market depreciation and net redemptions. Although net sales
at Independence were negative in 2001, they improved dramatically
during the year as redemptions dropped and sales began to
increase. In the fourth quarter, net sales were positive for the first
time in several quarters. Independence has delivered strong
investment performance each of the past two years, exceeding
benchmark returns. We expect this performance to translate over
time into strong inflows and increased assets under management.

Independence is expanding its fundamental and gquantitative
research to support a much larger working list of stocks and array
of equity products. In addition, it has added experienced personnel
to develop new marketing initiatives directed toward consultants
and the high-net-worth market.

Bonds and corporate finance. Our Bond and Corporate Finance
Group managed $3.4 billion of fixed income holdings for outside
clients at the end of 2001. The unit issued a collateralized bond
obligation (CBO) totaling $325 miflion in 2001. CBOs draw on our
skills in assessing, selecting and managing a diverse group of
private and public bonds.

Real estate. Assets under management were $1.7 billion at the
end of 2001, compared with $1.3 billion a year earlier. During
2001, John Hancock Real Estate Finance, Inc. contributed collat-
eral totaling $543 million to four commercial mortgage-backed
securities (CMBS) offerings. We continued to invest in affordable
housing, which offers favorable returns through federal tax credits,
while serving the public good. As of year-end, we had committed
$363 million to investments in affordable housing properties.

Timber. The Hancock Timber Resource Group (HTRG)is the
world's largest timberland investment manager for institutions,
with more than $2.4 biflion and 2.9 million acres under manage-
ment in the United States, Canada and Australia. In 2001, HTRG
added $82.7 million and 201,112 acres in Australia, consolidating
our position there as the largest private plantation owner, with
610,090 acres under management. New investors in our core
business included GE Capital Structured Finance Group.

Agriculture. The Hancock Agricultural Investment Group manages
more than $396 million and 117,600 acres in farmland assets in
the United States and Australia. After entering the Australian market
in 2000, as the first institutional farmland manager to do so, the
group added to its Australian exposure in 2001 with acquisitions
in New South Wales and Queensland.

§0,628.0

48,871.0

42,9518

99 00 01

Third-Party Assets Under Management (in millions of dollars)
Down 7.8% to $42,951.8 million
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Corporate and Other

Operating Review

Segment after-tax operating income down 17% to $85 million. This segment consists of international

insurance operations, corporate operations and non-core businesses.

Canada. Our subsidiary, The Maritime Life Assurance Company, is
Canada’s eighth-largest life insurer, based on year-end 2000 total
assets under administration. The company had a strong year,
increasing earnings by 29.3% to $42.7 million. Maritime Life
purchased Royal & Sun Alliance Life Insurance Company of
Canada in 2001, its third acquisition in six years. The acquisition
strengthens Maritime Life's retail life insurance and investment
product lines. Based on 2000 data, Maritime Life ranks fifth in
Canada in group insurance sales and revenue premium, and
fourth in both life direct revenue premium and premiums coliected
for retail investment product segregated funds. It now has nearly
2,200 employees across Canada and provides benefits to more
than two million Canadians. Maritime Life entered the institutional
investment management business in partnership with John
Hancock, with a $94 million global funding agreement in the early
days of 2002.

1,076.5 |

1,088.9

0.2

99 00

Maritime Life Total Revenues (in millions of dollars)
Up 0.6% to $1,076.5 million

Asia. We continue to see strong growth opportunities in Asia.
Sales in the five Southeast Asian nations where we have sub-
sidiaries and affiliates — Indonesia, Malaysia, the Philippines,
Singapore and Thailand —surged in 2001. Growth was especially
strong in Singapore, where we participated in the second phase of
privatization of the social security system, as well as in Malaysia.

Our new joint venture life insurance company in Shanghai, China,
commenced operations early in the year with a wave of innovative
television advertising aimed at establishing the John Hancock
brand. The company had 300 full-time agents by year-end.

international Group Program® This global alliance of leading life
insurance companies, managed by John Hancock, continues to be
the industry leader. IGR which has a longstanding record of profitable
growth, provides employee benefit plans for more than 4,000 sub-
sidiaries of 660 of the world's largest multinational companies.

A77.4

1288

99 00 o1

Asian Insurance Revenues' {in millions of dollars)
Total revenues up 61.0% to $285.6 million

“Includes total revenues from consolidated and unconsolidated Asian subsidiaries.
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Five-Year Summary of Selected Financial Data

Years Ended December 31,

2001 2000 1999 1998 1997

(dollars in millions, except per share data and combined ratios)

Income Statement Data™

Total revenues

$ 91090 $ 89373 $ 78076 $ 69020 $ 6,946.3

Income before cumulative effect of accounting changes®

611.5 818.7 162.9 448.5 483.3

Net income®®

618.7 818.7 153.2 4485 483.3

Balance Sheet Data®

Total assets

$ 91,1442 ¢ 87,3949 $ 84,4557 $ 76,966.7 $ 71,4175

Long-term debt 1,359.1 534.0 536.9 602.7 543.3
Shareholders’ equity' 5,865.0 5,755.5 4,791.1 4,955.2 4,670.1
Basic earnings per common share®

Income before cumulative effect of accounting changes® $ 201 $ 260 % 0.52

Cumulative effect of accounting changes® 0.02 - 0.03

Net income per common share $ 2.03 $ 260 $ 0.49

Diluted earnings per common share®

Income before effect of accounting changes® $ 199 $ 259 $ 0.52

Cumulative effect of accounting changes® 0.02 - 0.03

Net income per common share 2.01 $ 259 $ 0.49

Cash dividends per share 031 $ 0.30 % -

{1} Certain reclassifications to priar periods have been made to conform to the current period presentation. See Note 1 to consolidated financial statements for descriptions of acquisitions and accounting changes which impact the

comparability of this financial data.

B

share in 1999, and $(11.7) million in 1998.

Includes demutualization expenses representing costs associated with the Company's demutuatization of $(10.6) million, or $(0.03) basic/diluted earnings per share in 2000, $(96.2} mililon, or $(0.30) basic/diluted earnings per

{3} The net cumulative effect of accounting changes was $7.2 million, or $0.02 basic/diluted earnings per share in 2001 and ${3.7) million, or ${0.03} basic/diluted earnings per share in 1999.

(4) Includes adjustment under Statement of Financial Accounting Standards No. 115. Balances prior to 2000 are formerly referred to as policyholders' equity.

This is unaudited pro forma information which gives effect to the Reorganization and Initial Public Offering referred to in Note 1 to our audited consolidated financial statements. Because the Company did not have outstanding common
stock prior to its IPO on February 1, 2000, the 1999 per share balances represent eamings per share on a pro forma basis for the period January 1, 1999 through December 31, 1999 using 314.8 million outstanding shares for the
basic and diluted calculations. The 2000 per share balances represent earnings per share on a pro forma basis for the period from January 1, 2000 through December 31, 2000 using 314,5 million and 316.2 miliion outstanding
shares for the basic and diluted calculations, respectively. Actual net income per common share for the period from February 1, 2000 through December 31, 2000 was $2.46 and $2.45 for the basic and diluted calculations, respec-
tively. No cumulative effect of accounting change occurred in 2000. Pro forma earnings per common share for periods prior to 1999 are not presented &s it would not be meaningful.

The extraordinary item recorded in prior years for demutualization expenses has been reclassified to benefits and expenses for all periods presented in accordance with Statement of Position 00-3, “Accounting by Insurance Enterprises

for Demutualizations and Formations of Mutua! Insurance Holding Companies and Certain Long-Duration Participating Contracts,” issued by the American Institute of Certified Public Accountants in December 2000.

Management's Discussion and Analysis

of Financiai Condition and Results of Operations

Management’s discussion and analysis reviews our consolidated and segment
financial condition as of December 31, 2001 and 2000, the consolidated results
of operations for the years ended December 31, 2001, 2000 and 1999 and,
where appropriate, factors that may affect future financial performance. This dis-
cussion should be read in conjunction with the consolidated financial state-
ments and related notes, included e!sewhere in this Form 10-K.

Forward-Looking Statments
The statements, analyses, and other information contained in this Annual

Report relating to trends in John Hancock Financial Services, Inc.'s, (the

Company’s) operations and financia! results, the markets for the Company’s

products, the future development of the Company’s business, and the contin-
gencies and uncertainties to which the Company may be subject, as well as
other statements including words such as “anticipate,” “believe,” “plan,”
“estimate,” “expect,” “intend,” “will,” “should,” “may,” and other similar
expressions, are “forward-looking statements” under the Private Securities
Litigation Reform Act of 1995. Such statements are made based upon man-
agement's current expectations and beliefs concerning future events and their
potential effects on the Company. Future events and their effects on the
Company may not be those anticipated by management. The Company’s
actual results may differ materially from the results anticipated in these for-
ward-looking statements.




Management's Discussion and Analysis of
Financial Condition and Results of Operations

These forward-looking statements are subject to risks and uncertainties including,
but not limited to, the risks that (1) a significant downgrade in our ratings for
claims-paying ability and financial strength may lead to policy and contract with-
drawals and materially harm our ability to market our products; (2) changes to or
elimination of Federal tax benefits for our products and other changes in laws and
regulations (including those relating to the Federal Estate Tax Laws) which the
Company expects would adversely affect sales of our insurance and investment
advisory products; {3) as a holding company, we depend on dividends from our
subsidiaries, Massachusetts insurance law, and similar Canadian laws, may
restrict the ability of John Hancock Life Insurance Company and Maritime Life
Assurance Company to pay dividends to us; (4) we face increasing competition in
our retail businesses from mutual fund companies, banks and investment man-
agement firms as well as from other insurance companies; (5) a decline or
increased volatility in the securities markets, and other economic factors, may
adversely affect our business, particutarly our variable life insurance, mutual fund,
variable annuity and investment business; (8) due to acts of terrorism or other
hostilities, there could be business disruption, economic contraction, increased
mortality, morbidity and liability risks, generally, or investment losses that could
adversely affect our business; (7) our life insurance sales are highly dependent on
a third party distribution relationship; (8) customers may not be responsive to new
or existing products or distribution channels, (9) interest rate volatility may
adversely affect our profitability; (10) our net income and revenues will suffer if
customers surrender annuities and variable and universal life insurance policies
or redeem shares of our open-end mutual funds; (11) the independent directors
of our variable series trusts and of our mutual funds could reduce the compen-
sation paid to us or could terminate our contracts to manage the funds; (12) under
our Plan of Reorganization, we were required to establish the closed block, a spe-
cial arrangement for the benefit of a group of our policyholders. We may have to
fund deficiencies in our closed block, and any overfunding of the closed block will
benefit only the holders of policies included in the closed block, not our share-
holders; (13) there are a number of provisions in our Plan of Reorganization, our
Restated Certificate of Incorporation and by-laws, laws applicable to us, agree-
ments that we have entered into with our senior management, and our share-
holder rights plan, that will prevent or discourage takeovers and business
combinations that our shareholders might otherwise consider to be in their best
interests; {14) we will face losses if the claims on our insurance products, or
reductions in rates of mortality on our annuity products, are greater than we pro-
jected; (15) we face investment and credit losses relating to our investment port-
folio; (18) we may experience volatility in net income due to changes in standards
for accounting for derivatives and other changes; (17) our United States insurance
companies are subject to risk-based capital requirements and possible guaranty
fund assessments; (18) the National Association of Insurance Commissioners’
codification of statutory accounting practices will adversely affect the statutory
surplus of John Hancock Life Insurance Company; (19} we may be unable to
retain personnel who are key to our business; (20) we may incur losses from
assumed reinsurance business in respect of personal accident insurance and
the occupational accident component of workers compensation insurance; (21)
litigation and regulatory proceedings may result in financial losses, harm our rep-

utation and divert management resources, and (22) we face unforeseen liabili-

ties arising from our acquisitions and dispositions of businesses.
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Readers are also directed to other risks and uncertainties discussed, as well as
to further discussion of the risks described above, in other documents filed by
the Company with the United States Securities and Exchange Commission. The
Company specifically disclaims any obligation to update or revise any forward-
looking information, whether as a result of new information, future develop-

ments, or otherwise.

Overview

John Hancock Financial Services (JHFS, or the Company) is a leading financial
services company providing a broad range of products and services in two major
businesses: (1) the retail business, which offers insurance protection and asset
gathering products and services primarily to retail consumers; and (2) the insti-
tutional business, which offers guaranteed and structured financial products and
investment management products and services primarily to institutional cus-
tomers. Our retail business is comprised of the Protection Segment and the
Asset Gathering Segment while our institutional business is comprised of the
Guaranteed and Structured Financial Products Segment and the Investment
Management Segment. In addition, we have a Corporate and Other Segment.

Our revenues are derived principally from:

- premiums on individual life insurance, individual and group long-term care
insurance, annuities with life contingencies, single premium annuity contracts

and group life insurance;

— product charges from variable and universal life insurance products and annuities;

— asset management fees from mutual fund and investment management products;

- sales charges and commissions derived from sales of investment and insurance

products and distribution fees; and

- net investment income and net realized investment and other gains on general

account assets.

Our expenses consist principally of insurance benefits provided to policyholders,
interest credited on policyholders’ general account balances, dividends to poli-
cyholders, other operating costs and expenses, which include commissions and
general business expenses, net of expenses deferred, amortization of deferred

policy acquisition costs, and premium and income taxes.

Qur profitability depends in large part upon: (1) the adequacy of our product pric-
ing, which is primarily a function of competitive conditions, our ability to assess
and manage trends in mortality and morbidity experience, our ability to generate
investment earnings and our ability to maintain expenses in accordance with
pricing assumptions; (2) the amount of assets under management; and (3) the
maintenance of our target spreads between the rate of earnings on our invest-
ments and credited rates on policyholders’ general account balances. Overall
financial market conditions have a significant impact on all of these profit driv-
ers. The Company estimates that a full year increase (decrease) in interest rates
of 1.0% would increase (decrease) segment after tax operating income by
approximately $9.0 million, and that a full year increase (decrease) in equity
markets would increase (decrease) segment after tax operating income by

approximately $17.0 million.
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Critical Accounting Policies

General. We have identified the accounting policies below as critical to our busi-
ness operations and understanding of our results of operations. For a detailed
discussion of the application of these and other accounting policies, see Note 1
in the Notes to Consolidated Financial Statements. Note that the application of
these accounting policies in the preparation of this report requires management
to use judgments involving assumptions and estimates concerning future results
or other developments including the likelihood, timing or amount of one or more
future transactions or events. There can be no assurance that actual results will
not differ from those estimates. These judgments are reviewed frequently by
senior management, and an understanding of them may enhance the reader’s
understanding of the Company's financial statements and Management's
Discussion and Analysis.

Amortization of Deferred Acquisition Costs. We amortize deferred aquisition
costs on term life and long-term care insurance ratably with premiums. We amor-
tize our deferred policy acquisition costs on our annuity products and retail life
insurance, other than term based on a percentage of the estimated gross profits
over the life of the policies, which are generally twenty years for annuities and
thirty years for life policies. Our estimated gross profits are computed based on
assumptions related to the underlying policies including mortality, lapse,
expenses, and asset growth rates. We amortize deferred acquisition costs such
that the percentage of gross profits to the amount of deferred acquisition costs
amortized is constant over the life of the policies.

Estimated gross profits are adjusted periodically to take into consideration the
actual experience to date and changes in the remaining gross profits. When esti-
mated gross profits are adjusted, we also adjust the amortization of deferred
acquisition costs to maintain a constant amortization percentage over the life of
the policies. Our current estimated gross profits include certain judgments con-
cerning mortality, lapse and asset growth that are based on a combination of
actual company experience and historical market experience of equity and fixed
income returns. Short-term variances of actual results from the judgments made
by management can impact quarter to quarter earnings.

Benefits to Policyholders. Reserves for future policy benefits are calculated
using management’s judgments of mortality, morbidity, lapse, investment experi-
ence and expense levels that are based primarily on the Company’s past expe-
rience and are therefore reflective of the Company's proven underwriting and
investing experience. Once these assumptions are made for a given policy or
group of policies, they will not be changed over the life of the policy unless the
Company recognizes a loss on the entire line of business. The Company period-
ically reviews its policies for loss recognition and based on management’s judg-
ment the Company from time to time may recognize a loss on certain lines of
business. Short-term variances of actual results from the judgments made by
management are reflected in current period earnings and can impact quarter to
quarter earnings.

Investment in Debt and Equity Securities. Impairments on our investment port-
folio are recorded as a charge to income in the period when the impairment is
judged by management to occur. See the discussion of Credit Risk in the
Quantitative and Qualitative Information About Market Risk section of this doc-
ument for a more detailed discussion of the judgmznts involved in determining
impairments.

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Certain of our fixed income securities classified as held-to-maturity and avail-
able-for-sale are not publicly traded, and quoted market prices are not available
from brokers or investment bankers on these securities. The change in the fair
value of the available-for-sale securities is recorded in other comprehensive
income as an unrealized gain or loss. We calculate the fair value of these secu-
rities ourselves through the use of pricing models and discounted cash flows
calling for a substantial level of management’s judgment. See the discussion in
the General Account Investments section of this document for a more detailed
discussion of this process and the judgments used therein.

Benefit Plans. The Company annually reviews its pension and other employee
benefit plan assumptions concerning the discount rate and the iong-term growth
rate on plan assets and expected rate of compensation increase. The discount
rate is generally set as an average of the prior year's discount rate and current
year December daily average of long-term corporate bond yields, as published by
Moody's investor Services less a 5% allowance for expenses and default. The
long-term rate on plan assets reflects the long-term rate expected to be earned
based on the investment policy and the various classes of the invested funds.
The compensation rate increase is the average of the expected rates of com-
pensation increase, which are based on current and expected long-term salary
and compensation policy. Any variation of actual results from management's

judgments may result in future earnings being materially different than anticipated.

Income Taxes. We establish reserves for possible penalty and interest pay-
ments to various taxing authorities with respect to the admissability and timing
of tax deductions. Management makes judgments concerning the eventual out-
come of these items and reviews those judgments on an ongoing basis.

Economic Trends

The sales and other financial results of our retail business over the last several
years have been affected by general economic and industry trends. Variable prod-
ucts, including variable life insurance and variable annuities, have accounted for
the majority of recent increases in total premiums and deposits for the insurance
industry as a result of the strong equity market growth in recent years and the
“baby boom” generation reaching its high-earnings years and seeking tax-advan-
taged investments to prepare for retirement. This trend has been chaltenged
recently by fluctuations in stock market performance and we have seen investors
return to stable investment products. Our diverse distribution network and prod-
uct offerings will assist in the maintenance of assets and provide for sales
growth. Although sales of traditional life insurance products have experienced
continued declines, sales of fixed annuity products and corporate owned life
insurance have increased. With respect to our long-term care insurance products,
premiums have increased due to the aging of the population and the expected
inability of government entitiement programs to meet retirement needs.

Premiums and deposits of our individual annuity products increased 4.1% to
$2,119.3 million in 2001 as compared to 2000. Qur variable life insurance
product deposits in 2001 increased 2.9% to $948.5 million compared to 2000,
while premiums on our long-term care insurance increased 21.4%, to $661.5
million in 2001 due to the acquisition of the long-term care insurance business
of Fortis, Inc. (Fortis) in the prior year. Primarily due to aggressive marketing of
both retail and institutional investment management services, new fund offer-
ings, and refocusing the sales organization on regional broker/dealers and finan-

cial planners, mutual fund deposits and reinvestments remained stable,
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decreasing $183.1 million, or 3.0%, to $5,883.1 million in 2001. In addition,
redemptions decreased $842.1 million, or 14.1%, to $5,123.1 mitlion in 2001
due to conservation initiatives. We have reduced operating expenses to protect
profit margins as we work to stabilize and grow assets under management in the
mutual funds business. However, our mutual fund operations are impacted by
general market trends, and a continued downturn in the mutual fund market may
negatively affect our future operating results.

Recent economic and industry trends also have affected the sales and financial
resuits of our institutional business. Sales of fund-type products increased
$804.7 million, or 21.1%, to $4,635.1 million. The increase was driven by
increasing demand for funding agreements in the non-qualified institutional
market, primarily Global Medium Term notes. Premiums from single premium
annuity contracts increased to $893.6 miltion in 2001 from $741.6 million in
2000, primarily due to the sale of three single premium annuity contracts total-
ing $795.0 million. Moreover, our investment management services provided to
domestic and international institutions include services and products such as
investment advisory client portfolios, individually managed and pooled separate
accounts, registered investment company funds, bond and mortgage securitiza-
tions, collateralized bond obligation funds and mutual fund management capa-
bilities. Assets under management of our Investment Management Segment
decreased to $28,770.6 million as of December 31, 2001 from $32,544.7 mil-
lion as of December 31, 2000.

The Reorganization

The Board of Directors of John Hancock Mutual Life Insurance Company unani-
mously adopted the Plan of Reorganization on August 31, 1999. Under the
terms of the Plan of Reorganization, effective February 1, 2000, John Hancock
Mutual Life Insurance Company converted from a mutual life insurance company
to a stock life insurance company and became a wholly owned subsidiary of John
Hancock Financial Services, Inc., which is a holding company. In connection with
the reorganization, John Hancock Mutual Life insurance Company changed its
name to John Hancock Life insurance Company.

Under the Plan of Reorganization, as of February 1, 2000, John Hancock Life
Insurance Company, created a closed block for the benefit of policies included
therein. The purpose of the closed block is to protect the policy dividend expec-
tations of the policies included in the closed block after demutuatization. Unless
the Massachusetts Commissioner of Insurance and, in certain circumstances,
the New York Superintendent of Insurance, consent to an earlier termination, the
closed block will continue in effect until the date none of such policies is in
force. As of February 1, 2000, John Hancock Life Insurance Company segregated
closed block assets of $9,343.0 million, an amount that is expected to produce
cash flows which, together with anticipated revenues from policies included in
the closed block, is expected to be reasonably sufficient to provide for payment
of policy benefits, taxes and direct asset acquisition and disposal costs, and for
continuation of policy dividend scales payable in 1999, so long as the experi-
ence underlying such dividend scales continues. The assets allocated to the
closed biock and any cash flows provided by these assets will solely benefit the
holders of policies included in the closed block. Total closed block liabilities
were $12,118.3 million as of February 1, 2000.

For additional information on the creation of the closed biock see Note 5 to the
consolidated financial statements.
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Costs relating to the demutualization, excluding costs relating to the offering,
were $129.1 million net of income taxes, of which $17.0 million was recognized
in the year ended December 31, 2000. Demutualization expenses include print-
ing and mailing costs and our aggregate cost of engaging independent account-
ing, actuarial, financial, investment banking, legal and other consultants to
advise us. In addition, our costs include the costs of the staff and advisors of
the Massachusetts Division of Insurance, the New York Insurance Department

as to the demutualization process and related matters.

Transactions Affecting Comparability of Results of Operations

The following acquisitions were recorded under the purchase method of
accounting and, accordingly, the operating results have been included in the
Company's consolidated resuits of operations from the applicable date of acqui-
sition. Each purchase price was allocated to the assets acquired and the lia-
bilities assumed based on estimated fair values, with the excess of the
applicable purchase price over the estimated fair values, if any, recorded as
goodwill. These entities or books of business were generally acquired by the
Company in execution of its plan to acquire businesses that have strategic
value, meet its earnings requirements and advance the growth of its current
businesses. The unaudited pro forma revenues, assuming the transactions had
taken place at the beginning of the year of acquisition and the preceding year,
for 2001, 2000 and 1999, were approximately $9,228.6 miltion, $9,277.2 mil-
lion and $8,300.4 million, an increase of $119.6 million, $339.9 million and
$492.8 million, respectively, from reported balances. The unaudited pro forma
net income for the years ended December 31, 2001, 2000 and 1999, was
approximately $622.0 million, $813.7 million and $153.6 million, a change of
$3.3 million, $(5.0) million and $0.4 miilion, respectively, from reported bal-
ances. The unaudited pro forma earnings per share of the Company for the
years ended December 31, 2001, 2000 and 1999, was approximately $2.02,
$2.57 and $0.49, a change of $0.01, $(0.02) and $-, respectively, from
reported balances.

On October 1, 2001, Maritime, a maijority owned subsidiary of the Company,
completed its purchase of all of the shares of Royal & Sun Alliance Life
Insurance Company of Canada (RSAF) for an amount of approximately $149.9
million. This transaction resulted in the recognition of goodwill of $77.6 million
as of the date of purchase. The goodwill calculation is preliminary, further refine-
ments might be necessary, and the calculation is expected to be finalized in
2002. RSAF's business includes life insurance, guaranteed interest savings and
retirement products. The net income relating to the acquired operations included
in the Company’s results from the date of acquisition through December 31,
2001 was $2.4 million.

On April 2, 2001, a subsidiary of the Company, Signature Fruit Company, LLC
(Signature Fruit), purchased certain assets and assumed certain liabilities out of
bankruptcy proceedings of Tri Valley Growers, Inc., a cooperative association, for
approximately $53.0 million. The net losses related to the acquired operations
included in the Company’s results from the date of acquisition through December
31, 2001 were $3.4 million.

On March 1, 2000, the Company acquired the individual long-term care insurance

business of Fortis through a coinsurance agreement for approximately $165.0
million. The net income relating to the acquired operations is included in the
Company's results from the date of acquisition through December 31, 2000.
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On October 1, 1999, Maritime completed its purchase of Aetna Canada Holdings
Limited (Aetna Canada) for approximately $296 million. The net income relating
to the acquired operations is inciuded in the Company's results from the date of
acquisition through December 31, 1999.

Transactions Occurring Subsequent to Year End

On January 9, and February 5, 2002, the Compensation Committee of the Board
of Directors approved stock and stock option grants to members of the Policy
Committee and certain key employees of the Company. See Note 14 to the con-
solidated financial statements.

On January 7, 2002, as part of its ongoing expense reduction program, the
Company eliminated certain jobs and incurred severance benefits. See Note 1
to the consolidated financial statements.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
The following discussion reflects the adoption of Statement of Position (SOP)

Results of Operations

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

00-3, “Accounting by Insurance Enterprises for Demutualizations and Formation
of Mutual Insurance Holding Companies and Certain Long-Duration Participating
Contracts” for all periods subsequent to the adoption of the closed block on
February 1, 2000. In addition, the following discussion includes gains and
losses, both realized and unrealized, on equity securities classified as trading in
benefits to policyholders, a reclassification from net investment income as part
of investment returns related to equity indexed universal life insurance policies
sold at Maritime, otherwise these gains and losses are included in net realized
investment and other gains (losses). Consolidated income before income taxes
and cumulative effect of accounting changes of $826.1 million for the year
ended December 31, 2001 decreased by $332.2 million, or 28.7%, as com-
pared to consolidated income before income taxes and cumulative effect of
accounting changes of $1,158.3 million for the year ended December 31, 2000.
The decrease in consolidated income before income taxes was driven by $249.1
mitlion in net realized investment and other losses for the year ended December
31, 2001, compared to $88.7 million in net realized investment and other gains

The table below presents our consolidated results of operations and consolidated financial information for the years ended 2001, 2000 and 1999.

For the Years Ended December 31, 2001 2000 1999
Revenues
Premiums $ 38513 $ 34521 § 2,717.5
Universal life and investment-type product charges 772.5 749.3 703.5
Net investment income 3,944.9 3,864.8 3,524.1
Net realized investment and other gains (losses), net of related amortization of deferred policy acquisition costs,

amounts credited to participating pension contractholders and the policyholder dividend obligation ™ (249.1) 88.7 175.1
Investment management revenues, commissions, and other fees 602.9 764.8 680.9
Other revenue (expense) 186.5 17.6 6.5
Total revenues 9,109.0 8,937.3 7,807.6
Benefits and expenses
Benefits to policyholders, excluding amounts related to net realized investment and other gains (losses)

credited to participating pension contractholders and the policyholder dividend obligation @ 5,904.7 5,375.6 5,368.5
Other operating costs and expenses 1,500.1 1,686.4 1,412.3
Amortization of deferred policy acquisition costs, excluding amounts related to net realized investment and

other gains (losses)® 306.8 242.0 166.8
Dividends to policyholders 571.3 564.4 501.6
Demutualization expenses - 10.6 96.2
Total benefits and expenses 8,282.9 7,779.0 7,545.4
Income before income taxes and cumuiative effect of accounting changes 826.1 1,158.3 262.2
Income taxes 214.6 339.6 99.3
Income before cumulative effect of accounting changes 611.5 818.7 162.9
Cumulative effect of accounting changes, net of taxes (4) 7.2 - (8.7)
Net income $ 618.7 $ 818.7 $ 153.2

{1) Net of related amortization of deferred policy acquisition costs, amounts credited to participating pension contractholders and the poticyholder dividend abligation of $(1.1) miilion, $11.7 million, and $85.8 million for the years ended

2001, 2000, and 1899, respectively.

{2) Excluding amounts related to net reafized investment and other gains (fosses) credited to participating pension contractholders and the policyholder dividend obligation of $25.3 million, $21.0 million, and $35.3 million for the years

ended 2001, 2000, and 1999, respectively.

{3) Excluding amounts related to net realized investment and other gains (losses) of $(26.4) miltion, $(2.3) million, and $50.5 million for the years ended 2001, 2000, and 1999, respectively.

{4) Cumulative effect of accounting changes is shown net of taxes of $(4.2) million and $5.9 million for 2001 and 1999, respectively. There was no cumulative effect of accounting changes in 2000,
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for the year ended December 31, 2000. The $249.1 million in net realized
investment and other losses in 2001 are net of $42.3 million in net realized
investment and other gains allocated to the participating pension contracthold-
ers and $17.0 million in net realized investment and other losses allocated to
the policyholder dividend obligation in 2001. The change in net realized invest-
ment and other gains (losses) is the result of debt write-downs of approximately
$381.0 million driven by write-downs on securities of issuers affiliated with
Enron Corporation, the Argentina government and other investments in that
country, K-Mart Corporation and equity interests in certain coliateralized debt
obligations (CDO). The Company’'s Enron Corporation related debt write-downs
were mitigated by approximately $77.3 million in net realized investment and
other gains in credit swap protection. In addition, partially offsetting the debt
write-down were $223.7 million in net realized investment and other gains on
common stock sold during the year.

The decrease in income before income taxes and cumulative effect of account-
ing changes was primarily attributable to decreases of $235.5 million in the
Corporate and Other Segment, $72.5 miilion in the Asset Gathering Segment,
$41.5 million in the investment Management Segment, and $15.3 million in the
Guaranteed and Structured Financial Products Segment. These decreases in
income before income taxes and cumulative effect of accounting changes were
partially offset by a $32.6 million increase in the Protection Segment. The
decrease in the Corporate and Other Segment was primarily due to lower net
realized investment and other gains (losses), which decreased $131.0 million,
and lower net investment income, which decreased $132.0 million. The
decrease in the Asset Gathering Segment was primarily due to & $70.2 million
increase in net realized investment and other losses primarily related to the
annuity business and an increase in expenses in the mutual funds business
which are one-time in nature related primarily to the sale of the 401k business.
The decrease in the Investment Management Segment is driven by a $74.8 mil-
lion decrease in management advisory fees due to lower assets under manage-
ment, partially offset by a decrease in operating expenses primarily due to
non-recurring prior year amounts related to timber management contracts and
performance fees paid for the management of the mezzanine fund and lower
compensation expense in the current period. The decrease in the Guaranteed
and Structured Financial Products Segment is primarily due to decreases in the
fee businesses on lower average reserves driven by customer withdrawals and
an increase in net realized investment and other losses of $56.3 million. The
Protection Segment experienced an increase in income before income taxes and
cumulative effect of accounting changes partially offset by an increase in net
realized investment and other losses of $73.0 million, primarily due to fee rev-
enues on growth in non-traditional life insurance products.

Premium revenue was $3,851.3 million for 2001, an increase of $399.2 million,
or 11.6%, from $3,452.1 million in 2000. The increase was primarily due to a
$138.9 million increase in premiums in the Protection Segment, driven by
renewal premium growth in the long-term care business of $116.1 million.
Renewal premiums are growing due to the acquisition of the Fortis long-term
care insurance business in the prior year. Another significant driver was the
Guaranteed and Structured Financial Products Segment which increased $136.5

million primarily due to growth in the single premium annuity business. Premiums
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in the Corporate and Other segment increased $112.5 million primarily due to
the acquisition of Royal & Sun Alliance Life insurance Company during 2001.

Universal life and investment-type product charges were $772.5 million for
2001, an increase of $23.2 million, or 3.1%, from $749.3 million in 2000,
These product charges consist primarily of cost of insurance fees on our variable
life insurance and universal life insurance products and mortality and expense
fees on our variable annuity products. The increase was primarily due to growth in
the average account values in universal life insurance products, partially offset
by lower average account balances in variable annuities and surrender fees.

Net investment income was $3,944.9 million for 2001, an increase of $80.1
million, or 2.1%, from $3,864.8 million in 2000. The increase was primarily the
result of higher average invested assets, which increased $4,659.2 million, or
9.3%, to $54,623.7 million in 2001, as compared to $49,964.5 million in 2000,
partially offset by a lower net yield on average invested assets which decreased
to 7.23% in 2001. The decrease in yield from the prior year is consistent with
the average market rates in 2001 compared to 2000. The average 10-year U.S.
Treasury rate in 2001 was 101 basis points lower than in 2000.

Net realized investment and other losses were $249.1 million for 2001, a
decrease of $337.8 million from net realized investment and other gains of
$88.7 million in 2000. The decrease was driven by debt write-downs on securi-
ties of issuers affiliated with Enron Corporation, the Argentina government and
other investments in that country, K-Mart Corporation and CDO. Partially offset-
ting debt losses were net realized investment and other gains on common stock
of $223.7 million and approximately $77.3 million in net realized investment
and other gains on credit swap protection investment strategy.

Investment management revenues, commissions, and other fees were $602.9
mitlion, a decrease of $161.9 million, or 21.2%, from $764.8 miilion in 2000. The
decrease in fee revenue was the result of a lower assets under management.
Assets under management decreased $983.1 million compared to the prior year
period. Underwriting and distribution fees decreased $72.1 million, or 23.7%, to
$232.5 million in 2001 primarily due to the decrease in front-end load mutual fund
sales, and accordingly, commission revenue. Mutual fund advisory fees declined
$16.3 million in 2001, primarily due to lower average assets under management,

Other revenue was $186.5 million in 2001, an increase of $168.9 million, or
959.7% from $17.6 million reported in 2000. The increase in other revenue is
due to the Signature Fruit Company, LLC (Signature Fruit) transaction in 2001.
Signature Fruit, a subsidiary of the Company as of April 2, 2001, acquired cer-
tain assets and assumed certain liabilities out of bankruptcy proceedings of Tri
Valley Growers, Inc., a cooperative association. The revenues and expenses of
Signature Fruit are included in the Company’s income statement in other revenue
and other operating costs and expenses, respectively. Signature Fruit generated
$177.8 million in revenue in the year ended December 31, 2001.

Benefits to policyholders were $5,904.7 million for 2001, an increase of $529.2
million, or 9.8%, from $5,375.6 million in 2000. The increase in benefits to
policyholders was driven by growth in the longterm care insurance business
primarily due to the acquisition of the long-term care insurance business of
Fortis, Inc., the growth in the single premium annuities business in the G&SFP
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Segment and growth in the Corporate and Other Segment driven by the interna-
tional operations, primarily Maritime which acquired an insurance operation in
Canada in the fourth quarter of 2001 and an additional $30.0 million pre-tax
charge in connection with the class action settlement involving individual life
insurance policies sold from 1979 through 1996.

Other operating costs and expenses were $1,500.1 million for 2001, a decrease
of $86.3 million, or 5.4%, from $1,586.4 million for 2000. The decrease was pri-
marily due to cost containment measures and lower commission expense in the
mutual fund business on lower front-end load charge mutual fund sales and low-
ered deferred sales charges due to lower redemptions. In addition, lower com-
pensation costs in our Investment Management Segment resulted from lower
assets under management. Partially offsetting the decreases in other operating
costs, was the inclusion of $183.0 million in operating costs of Signature Fruit
in other operating costs and expenses in 2001.

Amortization of deferred policy acquisition costs was $306.8 million for 2001,
an increase of $64.8 million, or 26.8%, from $242.0 million for 2000. The
increase was primarily due to higher amortization expense on non-traditional life
insurance products resulting from higher current net investment income which
increased marginé in the business during 2001.

Dividends to policyholders were $571.3 million in 2001, an increase of $6.9 mil-
lion, or 1.2%, from $564.4 million in 2000. The increase primarily resufted from
normal growth in dividends on traditional life insurance products where average
reserves have increased approximately 3.9% from the prior period.

No demutualization costs were incurred during the year ended December 31,
2001. Demutualization expenses were $10.6 million for 2000. These expenses
include printing and mailing fees, fees of the regulators’ advisors and our finan-
cial, legal, actuarial and accounting advisors. While demutualization expenses
were previously classified as an extraordinary item in our financial results, recent
accounting literature now requires demutualization expenses to be classified as
a single line item within income from continuing operations.

Income taxes were $214.6 million in 2001, compared to $339.6 million for
2000. Cur effective tax rate was 26.0% in 2001, as compared to 29.3% in
2000. The lower effective tax rate was primarily due to a decrease in the
deferred tax liability associated with the lease residual management strategy,
enacted tax rate reduction in Canada applicable to Maritime, lower state taxes
associated with conversions of Independence Investment Associates and our
non-life subsidiary holding company to limited liability corporations, and
increased affordable housing tax credits. Increased tax benefits associated with
dividends received deductions and employee stock ownership plan interest
exclusions also contributed to the overall effective tax rate decrease.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999.
The following discussion reflects the adoption of SOP 00-3, “Accounting by
Insurance Enterprises for Demutualizations and Formation of Mutual Insurance
Holding Companies and Certain Long-Duration Participating Contracts” for all
periods subsequent to the adoption of the closed block on February 1, 2000. In
addition, the following discussion includes gains and losses, both realized and
unrealized, on equity securities classified as trading in benefits to policyholders,
a reclassification from net investment income as part of investment returns

related to equity indexed universal life insurance policies sold at Maritime,
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otherwise these gains and losses are included in net realized investment and
other gains (losses). Consolidated income before income taxes and cumulative
effect of accounting change of $1,158.3 million for the year ended December
31, 2000 increased by $896.1 million, or 341.8%, as compared to consolidated

" income before income taxes and cumulative effect of accounting change of

$262.2 million for the year ended December 31, 1999. The increase was pri-
marily attributable to increases in income before income taxes and cumulative
effect of accounting change of $234.9 million in the Guaranteed and Structured
Financial Products Segment, $601.1 million in the Corporate and Other
Segment, $65.9 million in the Asset Gathering Segment and $20.7 million in the
Investment Management Segment. These increases were partially offset by a
decrease in the Protection Segment of $26.5 million. The increase in the
Guaranteed and Structured Financial Products Segment was primarily due to the
recognition of a $345.5 million pre-tax charge in the prior year for compensation
of group participating contractho!ders for assets transferred in conjunction with
the formation of the corporate account. The increase in the Corporate and Other
Segment was primarily due to a $208.6 million pre-tax charge in the prior year
for our exposure to losses under our Workers’ Compensation reinsurance pro-
grams, including Unicover Managers, Inc., that was associated with the group
business we sold in 1998 and a $140.2 million pre-tax charge in the prior year
in connection with the class action settlement. The increase in the Asset
Gathering Segment was primarily due to an improvement in realized gains from
the prior year: $15.4 million in realized gains were recognized in 2000 compared
to $11.0 million in realized losses in 1999. In addition, demutualization and
restructuring expenses decreased compared 10 the prior year. The increase in
the Investment Management Segment was due primarily to higher investment
advisory fees resulting from an incentive fee on contract restructuring and per-
formance fees earned by the mezzanine fund manager. The Protection Segment
decreased $26.5 million due to the adoption of SOP 00-3 in the fourth quarter
of 2001 and its retroactive application to the origination of the closed block on
February 1, 2000.

Premium revenue was $3,452.1 million for 2000, an increase of $734.6 million,
or 27.0%, from $2,717.5 million in 1999. The increase was primarily due to a
$299.7 million increase in premiums in the Guaranteed and Structured Financial
Products Segment, including the sale of two single premium annuity contracts
totaling $509.0 million, and a $117.5 million increase, or 8.2%, in the Protection
Segment primarily due to premiums on individual long-term care insurance prod-
ucts from the acquisition of a block of business.

Universal life and investmenttype product charges were $749.3 million for
2000, an increase of $45.8 million, or 6.5%, from $703.5 miliion in 1999.
These product charges consist primarily of cost of insurance fees on our variable
life insurance and universal life insurance products and mortality and expense
fees on our variable annuity products. The increase was primarily due to higher
cost of insurance fees resulting from growth in the average account values in
universal life insurance products and higher average variable annuity liabilities
and surrender fees.

Net investment income was $3,864.8 million for 2000, an increase of $340.7
million, or 9.7%, from $3,524.1 million in 1999. Net investment income in the
prior year includes $8.0 million in net investment income earned in operations
of disposed businesses. The increase was primarily the result of higher average
invested assets, which increased $2,966.5 million, or 6.3%, to $49,964.5
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miltion in 2000, as compared to $46,998.0 million in 1399. The net yield on
average invested assets increased to 7.73% in 2000. The increase in yield from
the prior year is consistent with the average market rates in 2000 compared to
1999, the average 10-year U.S. Treasury rate in 2000 was 34 basis points
higher than in 1999.

Net realized gains on investments were $88.7 million for 2000, a decrease of
$86.4 million from $175.1 million in 1999. Net realized gains in the prior year
include $23.0 million in net realized losses in the operations of disposed busi-
nesses in 1999, The decrease was primarily the result of 1999 gains on sales
of real estate relating to the planned program to divest the Company of much of
its real estate portfolio. The Company recognized approximately $115.1 million
in realized gains from the sales of real estate in the prior year compared to net
realized losses of approximately $21.1 mitlion in 2000.

Investment management revenues, commissions, and other fees were $764.8
million, an increase of $83.9 million, or 12.3%, from $680.9 million in 1999. The
increase was the result of an increase in the Investment Management segment
which increased $45.9 million primarily due to the $45.3 miition incentive fee
received on the restructuring of a timber management contract and the favorable
settlement of a lawsuit. Underwriting and distribution fees increased $25.7 mil-
lion primarily resulting from the increase in front-end load mutual fund sales, par-
tially offset by a decrease in deferred sales charges due to improved retention of
existing accounts. Mutual fund advisory fees declined $6.4 million in 2000, pri-
marily due to lower average assets under management along with a slight decline
in the average investment advisory fee rate, as fixed income assets, which bear a
lower advisory fee than equity assets, increased as a percentage of total assets.

Other revenue was $17.6 million in 2000, an increase of $11.1 million, or 170.8%,
from $6.5 million reported in 1999. Other revenue in the prior year includes $2.9
million in other losses in the operations of disposed businesses in 1998.

Benefits to policyholders were $5,375.6 million for 2000, an increase of $7.1
million, or 0.1%, from $5,368.5 million in 1999. Benefits to policyholders in the
prior year includes $243.6 million in the operations of disposed businesses in
1999. The increase was primarily due to a $349.1 million, or 19.6% increase in
the single premium annuity business, a $200.2 million increase primarily attrib-
utable to the acquisition of Aetna Canada which is included in our results for a
full year in 2000, and a $72.0 million increase due to our Fixed Annuities busi-
ness on the sates of single premium immediate annuities. In addition, we expe-
rienced an increase of $158.8 million increase in benefits on in.dl'vidual
long-term care insurance products, primarily due to the acquisition of the long-
term care business of Fortis, Inc. as of March 1, 2000. These increases were
partially offset by recognizing a $345.5 million pre-tax charge in the prior year
for compensation of group participating éontractholders for assets transferred in
conjunction with the formation of the corporate account, a $208.6 million pre-
tax charge in the prior year for our exposure to losses under our Workers'
Compensation reinsurance programs, including Unicover Managers, Inc., that was
associated with the group business we sold in a prior year, a $140.2 million pre-
tax charge in the prior year in connection with the class action settliement involv-
ing individual life insurance policies sofd from 1979 through 1996, and $61.7
million in reserves established in the prior year for incurred but unreported
deaths identified as a result of the policyholder demutualization mailing. In addi-

tion, the Company reclassified investment returns related to equity indexed uni-
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versal life insurance policies sold through the Maritime with benefits to policy-
holders, which decreased benefits to policyholders by $49.9 million in the prior
year, while the adoption of SOP 00-3 and the Maritime reclassification discussed
previously increased benefits to policyholders by $48.5 million in 2000.

Other operating costs and expenses were $1,586.4 million for 2000, an increase
of $174.1 million, or 12.3%, from $1,412.3 million for 1999. The increase was
primarily due to the acquisition of Aetna Canada as of October 1, 1999 and the
long-term care insurance business of Fortis, Inc. as of March 1, 2000. In addi-
tion, other operating costs increased in the Investment Management Segment
primarily resulting from the $15.7 million in incentive compensation payments
related to incentive fees on a timber management contract and $9.1 million in
performance fees paid for the management of the mezzanine fund.

Amortization of deferred policy acquisition costs was $242.0 million for 2000, a
increase of $75.2 million, or 45.1%, from $166.8 million for 1999. The increase
was primarily due to higher amortization expense on non-traditional life insurance
products resulting from higher current net investment income increasing margins
in the business during 2000 which increased amortization of deferred acquisition
costs. In addition, amortization expense increased in the Variable Annuity busi-
ness, primarily resulting from poor separate account performance during 2000,
which resulted in revised projections of estimated gross profits based upon
decreases in estimated future margins, thus increasing current amortization.

Dividends to policyholders were $564.4 million in 2000, an increase of $62.8
million, or 12.5%, from $501.6 million in 1999. The increase primarily resulted
from normal growth in dividends on traditional life insurance products.

Demutualization expenses were $10.6 million for 2000, a decrease of $85.6
mitlion, or 89.0%, from $96.2 million for 1999. The decrease was related to the
extensive preparations for the demutualization occurring in 1299. These
expenses include printing and mailing fees, fees of the regulators’ advisors and
our financial, fegal, actuarial and accounting advisors. While demutuafization
expenses were previously classified as an extraordinary item in our financial
results, recent accounting literature now requires demutualization expenses be
classified as a single line item within income from continuing operations.

Income taxes were $339.6 million in 2000, compared to $99.3 million for 1999,
Income taxes in the prior year includes $113.8 million in income tax credits due
to the loss from operations of disposed businesses in 19992. Our effective tax
rate was 29.3% in 2000, as compared to 37.9% in 1999, taking into account
the prior year income tax credit generated from operations of disposed busi-
nesses. We had been subject to the surplus tax (add-on tax) imposed on mutual
life insurance companies which disallows a portion of mutual life insurance com-
pany's policyholder dividends as a deduction from taxable income. As a stock
company, we are no longer subject to the surplus tax.

Results of Operations by Segment

We evaluate segment performance and base management’s incentives on seg-
ment aftertax operating income, which excludes the effect of net realized
investment and other gains and losses and unusual or non-recurring events and
transactions. Segment aftertax operating income is determined by adjusting
GAAP net income for net realized investment and other gains and losses, and
certain other items which we believe are not indicative of overall operating
trends. While these items may be significant components in understanding and
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assessing our consolidated financial performance, we believe that the presen-
tation of segment after-tax operating income enhances the understanding of our
results of operations by highlighting net income attributable to the normal,
recurring operations of the business. However, segment aftertax operating
income is not a substitute for net income determined in accordance with GAAR

A discussion of the adjustments to GAAP reported income, many of which affect each
operating segment, follows. A reconciliation of segment aftertax operating income,
as adjusted, to GAAP reported net income precedes each segment discussion.

For the Years Ended December 31, 2001 2000 1999

(in millions)

Segment Data: ™

Segment after-tax operating income:
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from segment after-tax operating income due to their volatility between periods
and because such data are often excluded by analysts and investors when eval-
uating the overall financial performance of insurers. The volatility between peri-
ods can be impacted by fluctuations in the market, as well as by changes in the
volume of activity which can be influenced by us and our investment decisions.
Net realized investment and other gains and losses from mortgage securitiza-
tions and investments backing our shortterm funding agreements were not
excluded from segment after-tax operating income because we view the related
gains and losses as an integral part of the core business of those operations.

Net realized investment and other gains have been reduced by: (1) amortization
of deferred policy acquisition costs to the extent that such amortization results
from net realized investment and other gains (losses), (2) the portion of net real-
ized investment and other gains (iosses) credited to certain participating con-

Protection Segment $ 2987 8 2486 % 190.6 tractholder accounts and (3) the portion of net realized investment and other
Asset Gathering Segment 1483 1288 1151 gains (losses) credited to the policyholder dividend obligation. We believe pre-
Total Retail Segments 447.0 377.4 305.7 senting net realized investment and other gains (losses) in this format provides
Guaranteed and Structured information useful in evaluating our operating performance. This presentation
Financial Products Segment 244.2 212.1 202.4 may not be comparable to presentations made by other insurers. Summarized
Investment Management Segment 29.8 46.8 37.3 below is a reconciliation of (a) net realized investment and other gains (losses)
Total Institutional Segments 274.0 258.9 239.7 per the consolidated financial statements and (b) the adjustment made for net
Corporate and Other Segment 84.7 102.5 67.8 realized investment and other gains (losses) to calculate segment aftertax oper-
Tota! segment after-tax operating income  805.7 738.8 613.2 ating income for the years ended December 31, 2001, 2000 and 1999.
After-tax adjustments: @ For the Years Ended December 31, 2001 2000 1999
Net rezlized investment and (in millions)
other gains (losses), net @ (160.7) 57.2 119.9 Net realized investment and
Class action lawsuit (19.5) - (91.1) other gains (losses) . $ (250.2) $ 1004 $ 260.9
Workers' compensation Less amortization of deferred
reinsurance reserve - - (133.7) policy acquisition costs related
Restructuring charges (27.4) (12.0) (17.0) to net realized investment and
Group pension dividend transfer - 5.7 (205.8) other gains (10586‘35) — 26.4 93 (50.5)
Demutualization expenses - (7.0) ©36 Le::;nas?;:u::n:;if:s;: Efézﬁ'niitmg (42.3) (6.9) (35.3)
Other demutualization related costs - (10.0) (6.8) -
Less amounts credited to the
Surplus tax 13.4 46.0 {22.2) policyholder dividend obligation 17.0 (14.1) -
Total aftertax adjustments (194.2) 79.9 (450.3) Net realized investment and other
GAAP Reported: gains (losses), net of related
Income before cumulative effect amortigétion of deferred policy
of accounting changes 611.5 818.7 162.9 acquisition costs, amounts credited
1o participating pension contracthoiders
Cumulative effect of accounting and amounts credited to the policyholder
changes, net of tax 7.2 - (9.7) dividend obligation per consolidated
Net income $ 618.7 $ 818.7 $ 153.2 financial statements {249.1) 88.7 175.1
Less net realized investment and other
(1) See "Adjustments to GAAP Reported Net Income” included in this Management's Discussicn and Analysis. gains (losses) attributable to mortgage
securitizations and investments backing
Adjustments to GAAP Reported Net Income short-term funding agreements (3.2) (3.2) 27.7)
Our GAAP reported net income was significantly affected by net realized invest- Less gain on sale of business - - (33.0)
ment and other gains and losses and unusual or non-recurring events and trans- Net realized investment and other gains
actions presented above as aftertax adjustments. A description of these {losses), net - pre-tax adjustment to
i calculate segment operating income (252.3) 85.5 169.8
adjustments follows.
Less income tax effect 91.6 (28.3) (49.9)
In all periods, net realized investment and other gains (losses), except for gains Net realized investment and other gains
and losses from mortgage securitizations, investments backing our short-term (losses}, net-after-tax adjustment to
calculate segment operating income $  (160.7) $ 572 $ 119.9

funding agreements, a business line that we exited in 1338, have been excluded
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During 1997, the Company entered into a court-approved settlement relating to
a class action lawsuit involving certain individual life insurance policies sold from
1979 through 1996. In entering into the settlement, the Company specifically
denied any wrongdoing. The total reserve held in connection with the settlement
to provide for relief to class members and for legal and administrative costs
associated with the settiement amounted to $52.7 million and $224.0 million
at December 31, 2001 and 2000, respectively. Costs incurred related to the set-
tlement were $19.5 million and $91.1 million, after-tax, in 2001 and 1999,
respectively. No such costs were incurred in 2000. The estimated reserve is
based on a number of factors, including the estimated cost per claim and the

estimated costs to administer the claims.

Through our group health insurance operations, which we sold in 1997, we
entered into a number of reinsurance arrangements in respect of personal acci-
dent insurance and the occupational accident component of workers compensa-
tion insurance, a portion of which was originated through a pool managed by
Unicover Managers, inc. Under these arrangements, we both assumed risks as
a reinsurer, and also passed 95% of these risks on to other companies. This
business had originally been reinsured by a number of different companies, and
has become the subject of widespread disputes. During the fourth quarter of
1989 and early 2000, we received additional information about our exposure to
losses under the various reinsurance programs. As a result of this additional
information and in connection with global settlement discussions initiated in late
1999 with other parties invoived in the reinsurance programs, our present best
estimate of our remaining loss exposure to this issue is $133.7 million, after-
tax, which we recognized in 1999. The Company believes that any exposure to
loss from this issue, in addition to amounts already provided for as of December
31, 2001, would not be material.

Buring 2001, 2000 and 1999, we incurred restructuring charges as part of a pian
to reduce costs and increase future operating efficiency by consolidating portions
of our operations. The plan consists primarily of reducing staff in the home office.

During 2000 and 1999, we recorded amounts for the transfer of certain assets
from the Guaranteed and Structured Financial Products Segment to the corpo-
rate account. These assets included investments in certain subsidiaries and the
fiome office real estate complex (collectively, corporate purpose assets).
Certain group contracts have participating features, under which crediting rates
and dividends are affected directly by portfolio earnings. Certain participating
contractholders participate in contract experience related to net investment
income and net realized investment and other gains (losses) in the general
account. These participating contractholders were compensated for transferred
assets based on the fair value of the assets transferred. The difference
between the fair value and carrying value of the assets transferred were cred-
ited to affected participating contractho!ders through the crediting rates and div-

idends on their contracts.

In December 2000, the American Institute of Certified Public Accountants
(AICPA) issued SOP 00-3, “Accounting by Insurance Enterprises for
Demutualizations and Formations of Mutual Insurance Holding Companies and
Certain Long-Duration Participating Contracts.” The SOP, which was adopted with
respect to accounting for demutualization expenses by the Company on
December 31, 2000, reguires that demutualization related expenses be classi-
fied as a single line item within income from continuing operations and should

not be classified as an extraordinary item. The adoption of SOP 00-3 resulted in
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the reclassification of demutualization expenses previously recorded as an
extraordinary item in 1999 of $93.6 miilion after-tax. In addition, the Company
recognized $7.0 million, aftertax, of demutualization expenses for the year
ended December 31, 2000. The Company considers demutualization expenses
to be an adjustment to GAAP recorded net income.

During 2000 and 1989, we incurred other demutualization related costs to
improve our financial analysis and financial reporting abilities. These charges pri-
marily included consulting fees and planning and expense management costs.
The Company considers these other demutualization related costs to be an
adjustment to GAAP recorded net income.

We had been subject to the surplus tax imposed on mutual life insurance com-
panies which disallows a portion of mutual life insurance company’s policyholder
dividends as a deduction from taxable income. As a stock company, we are no
longer subject to surplus tax and have excluded the surplus tax from segment
aftertax operating income in ajl periods.

Amortization of Goodwill

The excess of cost over the fair value of the net assets of businesses acquired was
$280.0 million and $228.6 million at December 31, 2001 and 2000, respectively.
Goodwill is amortized with the exception of RSAF, which was acquired as of
October 1, 2001, pursuant to Statement of Financial Accounting Standards
(SFAS) No. 142 on a systematic basis over periods not exceeding 40 years,
which correspond with the benefits estimated to be derived from the acquisitions.
Accumutated amortization was $72.9 million and $63.6 million at December 31,
2001 and 2000, respectively. Amortization expense included in other operating
costs and expenses was $16.4 million, $20.3 million, and $9.7 million in 2001,
2000 and 1999, respectively. The Company reevaluates the recoverability of
recorded goodwilf based on the undiscounted cash flows of the related business
whenever significant events or changes indicate an impairment may exist. If the
undiscounted cash flows do not support the amount recorded, an impairment is
recognized by a charge to current operations to reduce the carrying value of the
goodwill based on the expected discounted cash flows of the related business.

The following table shows the amount of goodwill amortization by applicable
segment:

For the Years Ended December 31, 2001 2000 1999

(in millions)

Amortization of Goodwill:

Protection Segment $ 40 $ 38 § -
Asset Gathering Segment 6.8 6.8 6.8
Total Retail Segments 10.8 10.6 6.8

Guaranteed and Structured
Financial Products Segment - - -

Investment Management Segment 0.5 1.1 1.1
Total Institutional Segments 0.5 1.1 1.1
Corporate and Other Segment 51 8.6 1.8

Total goodwill amortization expense  $ 164 $ 203 $ 9.7

Goodwill was not amortized tor acquisitions completed subsequent to June 30,
2001, pursuant to the adoption of SFAS No. 141, “Business Combinations.” See
Note 1 to the consolidated financial statements.
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Segment Allocations. We allocate surplus to the segments in amounts sufficient For the Years Ended December 31, 2001 2000 1999

to support the associated liabilities of each segment and to maintain capita! (in millions)

levels consistent with the overall business segment and corporate strategies. Other Data:

Allocations of net investment income are based on the amount of assets owned Segment after-tax operating income (loss)

by each segment. Other costs and operating expenses are allocated to each seg- Non-traditional life

ment based on a review of the nature of such costs, cost allocations utilizing {variable life and universat! iife) 3$ 1210 $ 97.0 % 92.8
. time studies, and other allocation methodologies. Traditional life ® 107.8 971 68.2

Retail-Protection Segment. The following table presents certain summary Longterm care 73.0 56.4 285

financial data relating to the Protection Segment for the periods indicated. Other 3.1) (1.9 11

For the Years Ended December 31 2001 2000 1999 StatUtory premiums ”

(in millions) Variable iife 948.5 922.0 829.8

Operating Results: Universal life 456.1 1735 117.9

Revenues Traditional life 997.3 965.5 1,043.6

Premiums $ 1,6881 $ 15492 $ 14317 Longterm care 6615 5451 337.0

Universal life and ) )
(1) See “Adjustments to GAAP Reported Net income” included in this Management's Discussion and Analysis.

investment-type product charges 423.9 388.3 361.1
. (2) Statutory data have been derived from the annual statements of John Hancock Life Insurance Company (for-
N Net investment income 1,264.7 1,203.6 1,107.3 merly John Hancock Mutual Life Insurance Company), John Hancock Variahle Life Insurance Company,
. Other revenue 8.4 71 2.9 Investors Partner Life (formerly John Hancock Life Insurance Company of America), and John Hancock
- Reassurance Company Ltd. as filed with insurance regutatory authorities and prepared in accordance with
Total revenues 3,385.1 3,148.2 2,903.0 statutory accounting practices.
Benefits and expenses {3) Certain 2000 amounts were adjusted for the adoption of the provisions of SOP 00-3, “Accounting by
- - Insurance Enterprises for Demutualization and Formations of Mutual Insurance Holding Companies and
Benefits to policyholders @ 1,882.2 1,752.7 1,709.4 Certain Long-Duration Participating Contracts™ as outlined in Note 1 to the consolidated financial statements.
Other operating costs and expenses 357.6 433.2 407.1
Amortization of deferred policy Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
acquisition costs, excluding Segment aftertax operating income was $298.7 million in 2001, an increase of

amounts related to net realized $50.1 million, or 20.1%, from $248.6 million in 2000. Non-traditional life insur-

investment and other gains (losses)®  182.2 113.8 71.8 L . . .
ance segment aftertax operating income increased $24.0 million, or 24.7%, pri-
Dividends to policyholders 4999 4756 4520 marily due to higher fee income and an increase in net investment income offset
Total benefits and expenses 2,921.9 27753 2,6403 by increased amortization of deferred policy acquisition costs. Traditional life
Segment pre-tax operating income @ 463.2 372.9 262.7 insurance segment aftertax operating income increased $10.7 million, or
Income taxes® 164.5 124.3 721 11.0%, primarily resulting from lower operating expenses offset by increased
Segment after-tax operating income @@ 298.7 248.6 190.6 benefits to policyholders. Long-term care insurance segment aftertax operating
Aftertax adjustments: @ income increased $16.6 million, or 29.4%, resulting from lower expenses, higher
Net realized investment and investment income and positive morbidity gains.
other (losses) gains, net® (62.2) (18.8) 108.5 L i -
Total revenues were $3,385.1 million in 2001, an increase of $236.9 million, or
Restructuring charges (a4 &7 @8 7 5%, from $3,148.2 million in 2000. Premiums increased $138.9 million, or
Demutualization expenses - 1.6 (61.3) g 0%, primarily due to an increase in longterm care insurance premiums, which
Other demutualization refated costs - (6.8) {(48)  increased $116.1 million, or 20.6%, driven by cantinued growth in the business.
Surplus tax 9.6 20.8 (12.5) Universal life and investment-type product charges consist primarily of cost of
Total aftertax adjustments ® (57.0) 9.9) 21.5 insurance fees and separate account fees and were $423.9 million in 2001, an
GAAP Reported: increase of $35.6 million, or 9.2%, from $388.3 million in 2000. The increase
Income before cumulative effect was primarily due to growth in average account values and variable life product
of accounting changes @ 241.7 238.7 212.1 fee increases. Net investment income increased $61.1 million, or 5.1%, prima-
Cumulative effect of accounting rily due to increased asset balances.
changes, net of tax 11.7 - -
Total benefits and expenses were $2,921.9 million in 2001, an increase of
Net income © $ 2534 % 238.7 % 2121 . o ! )
$146.6 million, or 5.3%, from $2,775.3 miilion in 2000. Benefits to policyhold-
Amortization of goodwill, net of tax 2.6 2.2 -

ers increased $129.5 million, or 7.4%, due to growth in the long-term care insur-

Net income before amortization

ance business. Long-term care insurance benefits increased $126.3 million
of goodwill @ $ 256.0 % 2409 $ 2121

primarily due to additions to reserves for premium growth and to higher claim

volume from the expansion of the business. Other operating costs and expenses |
decreased $75.6 million, or 17.5%, to $357.6 million in 2001 from $433.2 mil-
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lion in 2000, primarily due to a decrease of $72.0 million in operating expenses
on traditional life insurance products mainly attributable to ongoing operating
cost reduction programs. Amortization of deferred policy acquisition costs of
$182.2 million in 2001 increased $68.4 million, or 60.1%, from $113.8 million
in 2000 primarily due to higher gross profits on non-traditional life products.
Dividends to policyholders increased $24.3 million, or 5.1%, due to a higher div-
idend scale and aging of the in-force business on traditional life insurance prod-
ucts. The segment’s effective tax rate increased to 35.5% in 2001 from 33.4%
in 2000, primarily due to a tax charge in 2001 associated with the closed block
policyhoider dividend obligation.

Amortization of goodwill in 2001 and 2000 relates to the acquisition of the indi-
vidual long-term care insurance business from Fortis during 2000.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999,
Segment after-tax operating income was $248.6 million in 2000, an increase of
$58.0 million, or 30.4%, from $190.6 million in 1999. Non-traditional fife insur-
ance segment aftertax operating income increased $4.2 million, or 4.5%, pri-
marily due to an increase in net investment income resulting from higher yields
on higher net average invested assets. Traditional life insurance segment after-
tax operating income increased $28.9 million, or 42.4%, primarily resulting from
higher net investment income due to higher portfolio rates, lower operating
expenses, and not repeating a $29.3 million charge, net of deferred acquisition
costs, taken in 1999 for previously unreported claims associated with the demu-
tualization. Longterm care insurance segment aftertax operating income
increased $27.9 million, or 97.9%, resulting from an increase in net investment
income due to the addition of the Fortis business in 2000 and growth in aver-

age net invested assets.

Total revenues were $3,148.2 million in 2000, an increase of $245.2 million, or
8.4%, from $2,903.0 million in 1999. Premiums increased $117.5 million or
8.2%, primarily due to an increase in long-term care insurance premiums, which
increased $207.8 million, or 58.5%, resulting from both additional premiums
assumed relating to the acquisition of Fortis and continued growth in the busi-
ness. Partially offsetting this increase was a deciine in traditional life insurance
premiums. Universal life and investment-type product charges consist primarily
of cost of insurance fees and separate account fees and were $388.3 million in
2000, an increase of $27.2 million, or 7.5%, from $361.1 million in 1999. The
increase was primarily due to growth in average account values. Net investment
income increased $96.3 million, or 8.7%, primarily due to increases in average
net invested assets and portfolio yields.

Total benefits and expenses were $2,775.3 million in 2000, an inqrease of
$135.0 million, or 5.1%, from $2,640.3 million in 1999. Benefits to policyhold-
ers increased $43.3 million, or 2.5%, due to several offsetting items, including
a decrease of $147.2 million in benefits to policyholders on traditional life insur-
ance products due to improved mortality, and not repeating the prior year $61.7
miliion charge for previously unreported death claims identified as part of the
demutualization. Offsetting this decrease was an increase of $169.8 million in
benefits to policyholders of long-term care insurance due to both the acquisition
of Fortis business and growth in the business. Benefits to policyholders included
a $20.7 million increase on non-traditional life insurance products, Other oper-
ating costs and expenses increased $26.1 million, or 6.4%, to $433.2 million in

2000 from $407.1 million in 1999, primarily due to an increase of $34.9 miltion
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in operating expenses associated with the long-term care business due to the
acquisition of Fortis and growth in the business. Amortization of deferred policy
acquisition costs of $113.8 million in 2000 increased $42.0 million, or 58.5%,
from $71.8 million in 1999. The increase resulted from lower amortization of
deferred acquisition costs in the prior year for traditional life products due to
revised projections of estimated gross profits based on the recording of addi-
tional unreported claims related to the demutualization. In addition, amortization
expense on non-traditional life products increased due to revised projections of
estimated gross profits based upon changes in estimated future interest mar-
gins. Dividends to policyholders increased $23.6 million, or 5.2%, primarily due
to é\ging of the in-force business on traditional life insurance products. The seg-
ment’'s effective tax rate increased to 33.4% in 2000 from 27.4% in 1999, pri-
marily due 1o the transfer of tax-preferenced assets to the Corporate and Other
Segment in the fourth gquarter of 1999.

Amortization of goodwill in 2000 relates to the acquisition of the individual iong-
term care insurance business from Fortis.

Retail-Asset Gathering Segment. The following table presents certain summary
financial data relating to the Asset Gathering Segment for the periods indicated.

For the Years Ended December 31, 2001 2000 1999

(in millions)

Operating Results:

Revenues
Premiums $ 748 $ 634 $ 17.2
Investment-type product charges 125.6 138.3 120.6
Net investment income 498.5 445.8 388.6
Investment management revenues,
commissions, and other fees 456.4 547.1 528.8
Other revenue (expense) (0.3} 1.3 2.1
Total revenues 1,155.0 1,195.9 1,057.3
Benefits and expenses
Benefits to policyholders 441.6 371.3 299.3
Other operating costs and expenses 424.4 552.9 529.2
Amortization of deferred policy
acquisition costs, excluding amounts
related to net realized invest_ment
and other gains (losses) 75.0 78.8 53.5
Dividends to policyholders 01 0.1 0.1
Total benefits and expenses 941.1 1,003.1 882.1
Segment pre-tax operating income ¢ 213.9 192.8 175.2
Income taxes 65.6 64.0 60.1
Segment after-tax operating income ' 148.3 128.8 115.1
Aftertax adjustments: ¥
Net realized investment and other
gains (losses), net (34.7) 18.6 (6.9)
Restructuring charges (17.8) 1.4) (7.3)
Demutualization expenses - 0.4 (13.0)
Other demutualization related costs - (1.3) (0.9)
Surplus tax 0.2 0.6 (1.0)
Total after-tax adjustments (52.1) 16.9 (29.1)
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F'ov the Years Ended December 31, 2001 2000 1999

(in millions)

GAAP Reported:

Income before cumulative effect

of accounting changes 96.2 145.7 86.0
Cumulative effect of accounting

changes, net of tax (0.5) - (9.8)
Net income $ 95.7 $ 145.7 % 76.4
Amortization of goodwill, net of tax 4.5 4.5 4.4
Net income before amortization

of goodwill $ 1002 $ 150.2 % 80.8
Other Data:
Segment after-tax operating income

Annuity $ 903 $ 875 §$ 67.0

Mutual funds 55.5 46.3 46.9

Other 25 (5.0 1.2
Annuity premiums and deposits @

Fixed 1,463.5 854.3 621.0

Variable ® 639.6 1,120.8 847.7
Mutual fund assets under

management, end of year 29,285.8 31,725.8 32,696.6

(1) See "Adjustments to GAAP Reported Net Income” included in this Management's Discussion and Analysis.

(2) Statutory data have been derived from the annual statements of John Hancock Life Insurance Company and
John Hancock Variable Life Insurance Company, as filed with insurance regulatory authorities and prepared
in accordance with statutory accounting practices.

(3) Variable annuity deposits exclude internal exchanges as part of the safe harbor internal exchange program
of $1,910.5 million and $25.0 million, respectively, for the years ending December 31, 2001 and 2000.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
Segment aftertax operating income was $148.3 million in 2001, an increase of
$19.5 million, or 15.1%, from $128.8 million in 2000. Mutual fund segment
after-tax operating income increased $9.2 million, or 19.9%, primarily due to a
decrease in operating expenses, partially offset by a decrease in management
advisory fees. Segment after-tax operating income increased $7.5 miltion in other
Asset Gathering businesses, driven by John Hancock Signature Services. Annuity
segment after-tax operating income increased $2.8 million, or 3.2%, primarily due
to decreased operating expense related to distribution in variable annuities. The
fixed annuity business remained stable despite decreasing investment spread,
due to growth in invested assets. Spreads on fixed annuities decreased 42 basis
points for the year ended December 31, 2001.

Total revenues decreased $40.9 million, or 3.4%, to $1,155.0 million in 2001
from $1,195.9 million in 2000, primarily driven by lower investment manage-
ment revenues. The decrease in investment management revenues was partially
offset by growth in net investment income of $52.7 million, or 11.8%, and pre-
miums of $11.4 mitlion, or 18.0%. Net investment income increased primarily
due to a higher level of invested assets backing fixed annuity products. The aver-
age investment yield on invested assets backing fixed annuity products
decreased 23 hasis points in 2001, reflecting lower market interest rates on

new fixed income investments. Premiums increased due to continued growth in

the single premium immediate annuity business. Investment-type product
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charges decreased $12.7 million, or 9.2%, due to a decrease in average variable
fund values, which decreased 9.1% from 2000. Mortality and expense fees as
a percentage of average account balances decreased 16 basis points in 2001,
while the advisory fees increased 12 basis points.

Investment management revenues, commissions, and other fees decreased
$90.7 miilion, or 16.6%, to $456.4 million in 2001 from $547.1 million in 2000.
Average mutual fund assets under management decreased $3,044.0 mitlion, or
9.3%, to $29,561.2 million in 2001 from $32,605.2 million in 2000, primarily
due to market depreciation of $2,633.0 million in 2001. During 2001, redemp-
tions decreased $842.1 million compared to the prior year. The result was net
deposits of $554.5 million for the year ended December 31, 2001 compared to
net redemptions of $45.5 million for the year ended December 31, 2000, an
improvement of $600.0 million. Redemptions improved despite $538.0 million
in redemptions for the year ended December 31, 2001, related to the sale of the
full service retirement plan business. Absent the impact on assets under man-
agement of the sale of the full service retirement plan business, the mutual fund
business experienced net deposits of $1,092.5 million for the same period. The
improvement in net deposits is primarily due to the marketing of both retail
investment management services and increased sales of institutional separate
accounts and private managed accounts. Investment advisory fees decreased
$16.3 million, or 8.4%, to $177.6 million in 2001 and were 0.60% and 0.59% of
average mutual fund assets under management for the years ended December
31, 2001 and 2000, respectively. Underwriting and distribution fees decreased
$72.1 million, or 23.7%, to $232.5 million in 2001 primarily due to the decrease
in frontend load mutual fund sales and, accordingly, commission revenue.
Shareholder service and other fees were $46.4 million in 2001 compared to
$48.6 million in 2000, primarily refiecting lower assets under management.

Total benefits and expenses decreased $62.0 million, or 6.2%, to $941.1 mil-
lion in 2001 from $1,003.1 million in 2000. Benefits to policyholders increased
$70.3 mitlion, or 18.9%, primarily due to an increase in interest credited on fixed
annuity account balances of $50.2 mitlion. In addition, benefits to policyholders
increased due to growth in immediate annuities. Premiums on immediate annu-
ities increased $11.3 million, or 19.1%, for the year ended December 31, 2001.
Interest credited on fixed annuity account balances increased primarily due to
higher average fixed annuity account balances in 2001. In addition to the
increase in average fixed annuity account balances, the average interest cred-
ited rate on fixed annuity account balances increased 19 basis points in 2001.
The average interest credited rate pattern is dependent upon the general trend
of market interest rates, frequency of credited rate resets, bonus interest on new
sales and business mix. Other operating costs and expenses decreased $128.5
million, or 23.2%, to $424.4 million in 2001 from $552.9 miilion in 2000. The
decrease was primarily due to a decrease in operating expenses. Cost savings
in the mutual fund business were driven by company wide cost reduction pro-
grams and the sale of the full service retirement plan business. The commission
expenses incurred in the mutual funds business decreased primarily due to
lower front-end load charge mutual fund sales and lower deferred sales charges
due to lower redemptions. Amortization of deferred policy acquisition costs
decreased $3.8 million, or 4.8%, to $75.0 million in 2001 from $78.8 million in
2000, largely due to favorable lapse and separate account experience in the vari-
able annuity product line. The segment’s effective tax rate was 30.6% and 33.2%




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

in 2001 and 2000, respectively. The decrease in the effective tax rate is prima-
rily due to increased dividend received deductions in variable annuity separate
accounts and a one-time tax charge in 2000 associated with the repatriation of
the mutual fund business’ United Kingdom subsidiary.

Amortization of goodwill did not change from the prior year. No new acquisitions
were entered into by the Asset Gathering Segment in 2001.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999.
Segment after-tax operating income was $128.8 million in 2000, an increase of
$13.7 million, or 11.9%, from $115.1 miilion in 1999. Annuity segment after-tax
operating income increased $20.5 million, or 30.6%, primarily due to an
increase in investment spread and higher invested assets on fixed annuity prod-
ucts, partially offset by a decrease in after-tax operating income in the variable
annuity business. Spreads increased 18 basis points to 2.28% for the year
ended December 31, 2000. Mutual fund segment after-tax operating income
decreased $0.6 million, or 1.3%, primarily due to an increase in operating

expenses, partially offset by a 1.0% increase in management advisory fees.

Total revenues increased $138.6 million, or 13.1%, to $1,195.9 million in 2000
from $1,057.3 million in 1999. Premiums increased $46.2 million, or 268.6%,
due to increased sales of immediate fixed annuities with life contingencies.
Investment-type product charges increaséd $17.7 million, or 14.7%, due to
growth in average variable annuity liabilities, which increased 3.6% from 1999
and increased fees earned on surrenders. Mortality and expense fees as a per-
centage of average account balances increased 6 basis points in 2000. Net
investment income increased $57.2 million, or 14.7%, primarily due to a higher
level of invested assets backing fixed annuity products, and an increase in the
average investment yield on invested assets backing fixed annuity products. The
average investment yield on invested assets backing fixed annuity products
increased 43 basis points from 1999, reflecting higher market interest rates on
new fixed income investments.

Investment management revenues, commissions, and other fees increased
$18.3 million, or 3.5%, to $547.1 million in 2000 from $528.8 million in 1999.
Average mutual fund assets under management decreased $742.8 million, or
2.2%, to $32,605.2 million in 2000 from $33,348.0 million in 1999, primarily
due to market depreciation of $476.4 million in 2000. During 2000, sales
increased $1,950.9 million and redemptions decreased $989.2 million com-
pared to the prior year. The result was net redemptions of $45.5 million for the
year ended December 31, 2000 compared to net redemptions of $3,095.6 mil-
lion for the year ended December 31, 1999, an improvement of $3,050.1 mil-
lion. The improvement in sales and redemptions is primarily due to the
marketing of retail investment management services in addition to the taunch of
a multi-sector fund in September 2000 and lower redemptions in the financial
sector funds and private managed accounts from the prior year. investment advi-
sory fees decreased $6.4 million, or 3.1%, to $193.9 million in 2000 and were
0.59% and 0.61% of average mutual fund assets under management for the
years ended December 31, 2000 and 1999, respectively. The decline in the
investment advisory fee rate occurred primarily because fixed income assets,
which bear a lower advisory fee than equity assets, increased as a percentage
of total assets. Underwriting and distribution fees increased $25.7 million, or

9.2%, to $304.6 million in 2000 primarily due to the increase in front-end load
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mutuai fund sales, and accordingly, commission revenue. The increase in front-
end load charges was partially offset by a decrease in deferred sales charges
due to improved retention of existing accounts. Sharehotder service and other
fees were $48.6 million in 2000 compared to $49.6 million in 1999, primarily

reflecting lower assets under management.

Total benefits and expenses increased $121.0 million, or 13.7%, to $1,003.1
million in 2000 from $882.1 million in 1999, Benefits to policyholders increased
$72.0 million, or 24.1%, primarily due to an increase in benefits paid on imme-
diate annuities and interest credited on fixed annuity account balances. The
increase in benefits paid on immediate annuities is the result of increased pre-

" miums in this business. Premiums on immediate annuities increased $45.0 mil-

lion, or 316.9%, for the year ended December 31, 2000. Interest credited on
fixed annuity account balances increased primarily due to higher average fixed
annuity account balances of $5,211.6 million in 2000, as compared to
$4,862.2 million in 1999. In addition to the increase in average fixed annuity
account balances, the average interest credited rate on fixed annuity account
balances increased by 25 basis points in 2000 from the prior year. The average
interest credited rate pattern is dependent upon the general trend of market
interest rates, frequency of credited rate resets, bonus interest on new sales
and business mix. Deferred fixed annuities’ interest credited rates generally are
reset annually on the policy anniversary. Other operating costs and expenses
increased $23.6 million, or 4.5%, to $552.9 million in 2000 from $529.3 million
in 1999. The increase was primarily due to an increase in the commission fees
incurred in the mutual funds business, primarily the result of increased front-end
load charge mutual fund sales: In addition, other operating costs and expenses
increased due to increased commission expense in Signator, partially offset by
a decrease in the annuities business. The increase in other operating costs were
partially offset by additional deferrals of acquisition expenses in the annuities
business. Amortization of deferred policy acquisition costs increased $25.4 mil-
lion, or 47.6%, to $78.8 million in 2000 from $53.4 million in 1999, primarily
due to poor separate account performance and increased surrenders in the vari-
able annuities business which accelerated current amortization. The segment's
effective tax rate was 33.2% and 34.3% in 2000 and 1999, respectively.

Amortization of goodwill increased $0.1 million in 2000 as compared to 1999.
No new acquisitions were entered into by the Asset Gathering Segment in 2000.

Guaranteed and Structured Financial Products Segment. The following table
presents certain summary financial data relating to the Guaranteed and
Structured Financial Products Segment for the periods indicated.

For the Years Ended December 31, 2001 2000 1999

(in millions)

Operating Results:

Revenues
Premiums $ 8999 $ 763.4 $ 463.7
Investment-type product charges 57.3 67.3 79.5
Net investment income 1,835.6 1,743.2 1,681.4
Net realized investment
and other gains (losses), net®” - - (31.2)
Other revenue 0.3 0.4 0.6
Total revenues 2,793.1 2,574.3 2,194.0
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For the Years Ended December 31, 2001 2000 1999

{in millions)

Benefits and expenses

Benefits to policyholders, excluding
amounts related to net realized
investment and other gains
(losses) credited to participating

pension contractholders $ 2,3287 $ 2,1344 $ 1,785.4
Other operating costs and expenses 60.1 73.0 85.8
Amortization of deferred policy
acquisition costs 2.4 2.6 3.1
Dividends to policyholders 36.1 43.5 25.9
Total benefits and expenses 2,427.3 2,253.5 1,900.2
Segment pre-tax operating income @ 365.8 320.8 293.8
Income taxes 121.6 108.7 91.4
Segment aftertax operating income ¥ 244.2 212.1 202.4
After-tax adjustments: '

Net realized investment and
other gains (losses), net (76.9) (40.5) 58.4
Restructuring charges (1.2) (2.6) (0.8)
Group pension dividend transfer - 5.7 (205.8)
Demutualization expenses - 0.4 (16.1)
QOther demutualization related costs - (1.7) (1.1)
Surplus tax 2.6 6.5 (6.5)
Total after-tax adjustments (75.5) . (32.2) (171.7)
GAAP Reported:
Income before cumulative effect

of accounting changes 168.7 179.9 30.7
Cumulative effect of accounting

changes, net of tax (1.2) - -
Net income $ 1675 $ 1799 $ 30.7
Amortization of goodwill, net of tax - - -
Net income before

amortization of goodwill $ 1675 $ 1799 $ 30.7
Other Data:
Segment after-tax operating income
Spread-based products

GIC's and funding agreements $ 163.7 $ 1331 % 131.5

Single premium annuities 57.0 45.5 33.2
Fee-based products 235 33.5 37.7
Statutory premiums and deposits ?
Spread-based products

GICs and funding agreements 4,718.8 4,457.3 5,217.4

Single premium annuities 893.6 741.6 451.8
Fee-based products

Participating contracts and

conversion annuity contracts 468.9 467.0 527.9
Separate account GICs 77.4 50.3 615.7
Other separate account contracts 139.3 2426 272.7

(1) See *Adjustments to GAAP Reported Net Income” included in this Management'’s Discussion and Analysis.

(2) Statutory data has been derived from the annual statements, as filed with insurance regulatory authorities
and prepared in accordance with statutory accounting practices.
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Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
Segment aftertax operating income was $244.2 million in 2001, an increase of
$32.1 million, or 15.1% from $212.1 million in 2000. Spread-based products’
segment aftertax operating income increased $42.1 million, or 23.6%, to
$220.7 million primarily due to higher investment spreads as a result of growth
in the average invested assets backing spread-based products, partially offset
by a 15 basis point decline in the interest rate margin. Fee-based products’ seg-
ment after tax operating income decreased $10.0 million, or 29.9%, to $23.5
million in 2001 from $33.5 million in 2000. The decrease was primarily due to
a decline in average reserves of $1,710.0 million to $9,274.3 million in 2001
from $10,984.3 million in 2000, resuiting from the withdrawal of several contracts
from the Structured Separate Accounts and the transfer of non-participating
annuities from the fee-based business to the spread-based business during 2000,

Total revenues increased $218.8 million, or 8.5%, to $2,793.1 million in 2001
from $2,574.3 million in 2000, largely driven by growth in premiums and net
investment income. Premiums increased $136.5 million, or 17.9% to $899.9
millien in 2001 from $763.4 million in.2000, driven by higher single premium
annuity sales. Investment-type product charges for fee-based products declined
to $47.7 million for 2001, a decrease of $13.6 million, or 22.2%, from $61.3
million in 2000 due to lower expense charges on participating contracts.
Investment-type product charges were 0.51% and 0.56% of average fee-based
policy reserves in 2001 and 2000, respectively. Net investment income
increased $92.4 million, or 5.3%, to $1,835.6 million in 2001 compared to
$1,743.2 million in 2000, mainly due to an increase of interest earned on higher
asset balances on spread-based products. Average invested assets backing
spread-based products increased $3,848.3 million, or 22.8%, to $20,728.1 mil-
lion in 2001 from $16,879.8 million in 2000 as a result of increased sales of
spread-based products. The average investment yield on these invested assets
decreased to 7.66% in 2001 compared to 8.64% in 2000, as a result of declin-
ing interest rates.

Total benefits and expenses increased $173.8 million, or 7.7%, to $2,427.3 mil-
lion in 2001 from $2,253.5 million in 2000. The increase was primarily due to
increased sales of single premium annuity contracts. Benefits to policyholders
also increased due to interest credited on account balances for spread-based
products, which increased $77.9 million, or 6.7%, to $1,243.1 million in 2001,
from $1,165.2 million in 2000. The change was driven by higher average
account balances for spread-based products of $3,382.1 million, or 20.9%, to
$19,567.3 million in 2001 from $16,185.2 million in 2000. Average account
balances increased, despite a decrease in the average interest credited rate on
account balances for spread-based products, which was 6.35% in 2001 com-
pared to 7.18% in 2000. In addition, the benefits to policyholders of $2,328.7
million increased $194.3 million, or 9.1%, from $2,134.4 million in 2000 as the
result of increased single premium annuity sales. Other operating costs and
expenses were $60.1 million in 2001, a decrease of $12.9 million, or 17.7%,
from $73.0 million in 2000, primarily due to tower management fee expenses
and lower systems expenses related to projects completed during 2000.
Dividends of $36.1 million in 2001 decreased $7.4 million, or 17.0%, from
$43.5 million in 2000, reflecting lower earnings on participating contractholders’
accounts. The segment’s effective tax rate was 33.3% in 2001, as compared to
33.9% in 2000.
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Year Ended December 31, 2000 Compared to Year Ended December 31, 1999.
Segment after-tax operating income was $212.1 million in 2000, an increase of
$9.7 million, or 4.8% from $202.4 million in 1999. Spread-based products’ seg-
ment after-tax operating income increased $13.9 million, or 8.4%, to $178.6 mil-
lion primarily due to higher investment spread as a result of an increase in average
invested assets backing spread-based products. Fee-based products’ segment
after-tax operating income decreased $4.2 miltion, or 11.1%, to $33.5 million in
2000 from $37.7 million in 1999 primarily due to lower separate account GIC
fees partially offset by increased gains from non-participating annuities.

Total revenues increased $380.3 million, or 17.3%, to $2,574.3 million in 2000
from $2,194.0 million in 1999, primarily due to a $299.7 million increase in pre-
miums. During 2000, we sold two large single premium annuity contracts total-
ing $509.0 miition. Investment-type product charges were $67.3 million for
2000, a decrease of $12.2 million, or 15.3%, primarily due to lower general
account expense recoveries and slower separate account GIC sales in the cur-
rent year. Investment-type product charges were 0.56% and 0.65% of average
fee-based policy reserves in 2000 and 1999, respectively. The decrease prima-
rily reflects lower expense charges on participating contracts and the impact of
slower sales in the current year. Net investment income increased $61.8 million,
or 3.7%, to $1,743.2 million in 2000 compared to $1,681.4 million in 1999, pri-
marily as a result of a higher yield on average invested assets backing spread-
based products. Average invested assets backing spread-based products
decreased $196.5 million, or 1.2%, to $16,879.8 million in 2000 from
$17,076.3 million in 1999 reflecting the termination of the short-term funding
agreements in 1999, largely offset by asset growth in 2000. The average
investment yield on these invested assets increased to 8.64% in 2000 com-
pared to 8.10% in 1999, reflecting the reinvestment of proceeds from lower-
yielding assets into relatively higher-yielding securities. Realized investment
losses associated with the termination of the shortterm funding agreement
business in 1999 were not repeated in 2000.

Total benefits and expenses increased $353.3 million, or 18.6%, to $2,253.5
million in 2000 from $1,900.2 million in 1999. The increase was primarily due
to a $349.1 million increase in benefits to policyholders as a result of increased
sales of single premium annuity contracts. Benefits to policyholders also
includes interest credited on account balances for spread-based products, which
was $1,165.1 million in 2000, an increase of $46.8 million, or 4.2%, from
$1,118.3 million in 1999. Excluding interest credited in 1999 on short-term
funding agreements that were terminated in that year, the interest credited for
spread-based products increased $102.9 million, or 9.7%. The increase was pri-
marily due to an increase in average account balances for spread-based prod-
ucts of $810.9 million, excluding short-term funding agreement balances from
1999, to $16,185.2 miilion in 2000 from $15,374.4 million in 1999 and an
increase in the average interest credited rate on account balances for spread-
based products, which was 7.18% in 2000 compared to 6.81% in 1999. The
increase in the average interest credited rate on account balances for spread-
based products was primarily due to the sale of GICs and funding agreements

with higher average interest credited rates. Other operating costs and expenses
were $73.0 million in 2000, a decrease of $12.8 million, or 14.9%, from $85.8
million in 1999. The decrease was primarily due to lower deficiency interest
charges. Dividends of $43.5 miilion in 2000, increased $17.6 million, or 68.0%,
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from $25.9 million in 1999, reflecting higher earnings on participating contrac-
tholders’ accounts. The segment’s effective tax rate was 33.9% in 2000, as
compared to 31.1% in 1999,

Investment Management Segment. The following table presents certain sum-
mary financial data relating to the Investment Management Segment for the peri-
ods indicated.

For the Years Ended December 31, 2001 2000 1999

(in millions)

Operating Results:

Revenues

Net investment income $ 287 $ 227 $ 45.9

Net realized investment and
other gains {losses), net® 3.2 3.2 3.5

Investment management revenues,

commissions, and other fees 111.3 186.1 140.2

Other revenue ' - - 0.3
Total revenues 143.2 212.0 189.9
Benefits and expenses
Other operating costs and expenses 96.4 132.7 127.2
Total benefits and expenses 96.4 132.7 127.2
Segment pre-tax operating income @ 46.8 79.3 62.7
Income taxes 17.0 325 25.4
Segment aftertax operating income @ 29.8 46.8 37.3
After-tax adjustments: ®

Net realized investment and

other gains (losses), net {0.2) 4.4 2.0

Restructuring charges, net of tax (0.9) - -

Surplus tax 0.1 - -
Total aftertax adjustments, net of tax (1.0) 4.4 2.0
GAAP Reported:
Income before cumulative effect

of accounting changes 28.8 51.2 393
Cumulative effect of accounting

changes, net of tax (0.2) - (0.1)
Net income $ 286 § 512 % 39.2
Amortization of goodwill, net of tax 0.5 0.8 0.7
Net income before

amortization of goodwill $ 291 52.0 $ 39.9

Other Data:

Assets under management,

end of year® $ 28,921.8 $ 32,6516 $ 40,2117

(1) See “Adjustments to GAAP Reported Net income” included in this Management's Discussion and Analysis.

(2) Includes general account cash and invested assets of $151.3 million, $106.9 million, and $164.5 million as
of December 31, 2001, 2000, and 1999, respectively.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
Segment after-tax operating income was $29.8 million in 2001, a decrease of
$17.0 million, or 36.3%, from $46.8 million in 2000. The decrease was prima-
rily due to lower investment advisory fees, resulting from the non-recurrence of
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prior-year one-time events and from lower average assets under management in
2001, partially offset by lower operating expenses in 2001.

Total revenues decreased $68.8 million, or 32.6%, to $143.2 million in 2001
from $212.0 million in 2000. Net investment income was $28.7 million in 2001,
an increase of $6.0 million from $22.7 million in 2000. Investment management
revenues, commissions, and other fees decreased $74.8 mitlion, or 40.2% in
2001, due primarily to a decrease in investment advisory fees, which decreased
$75.9 million to $104.7 million compared to $180.6 million reported in 2000.
The decrease in investment advisory fees was primarily due to $60.6 mitlion of
non-recurring prior year items; $45.3 million in incentive fees received in con-
nection with the restructuring of timber management contracts, and $15.3 mil-
lion in performance fees earned by the mezzanine fund manager. Also,
asset-based advisory fees decreased $17.2 million at Independence Investment
LLC on lower average assets under management resulting from net redemptions
and market declines during the year. Investment advisory fees were .36% and
.50% of average advisory assets under management in 2001 and 2000, respec-
tively, for the segment. Mortgage origination and servicing fees were $6.6 mil-
lion compared to $5.4 million in 2000. Net realized investment and other gains
(losses) were flat at $3.2 million for both 2001 and 2000.

Other operating costs and expenses were $96.4 million in 2001, a decrease of
$36.3 million, or 27.4%, from $132.7 million in 2000. The decrease was prima-
rily due to two non-recurring prior year amounts; $15.7 million in incentive
compensation payments related to the receipt of incentive fees on timber man-
agement contracts and $9.1 miltion in performance fees paid for the manage-
ment of the mezzanine fund. Operating expenses were down $14.7 million at
Independence Investment LLC, based on lower compensation levels and the
resuits of an overal! expense management program. Cperating expenses were
down $5.2 million at John Hancock Real Estate Finance, primarily from tower bor-
rowing costs due to lower lending activity and lower interest rates, and also from
savings from on-going expense management efforts. The segment’s effective tax
rate was 36.2% and 41.0% in 2001 and 2000, respectively. The decrease in the
effective tax rate is primarily due to lower state taxes associated with the con-
version of Independence Investment Associates to a limited liability corporation.

The Investment Management Segment of the Company manages invested assets
for customers under various fee-based arrangements. We use a variety of special
purpose entities to hold assets under management for customers under these
arrangements. These entities include limited partnership funds, separate invest-
ment accounts, and collateralized bond obligations (CBOs) and collateralized debt
obligations (CDOs). In certain cases other business units of the Company make
investments in the equity of these entities to support their insurance liabilities. The
partnership results are consolidated with the Company’s financial results where
the Company also owns a controtling majority interest of the partnership, otherwise
they are shown on the equity method. The separate investment accounts are
included in the Company’s consolidated financial statements as Separate Account
Assets and Separate Account Liabilities. Results of two of the CBOs are consoli-
dated with the Company’s financial results, while the remaining CBOs and CDOs
are not consolidated since the Company's equity interest is minor and the
Company does not guarantee payment of the CBOs' or CDOs’ liabilities. These

transactions have no impact on the Company's liquidity and capital resources.

Management's Discussion and Analysis of
Financial Condition and Results of Operations

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999,
Segment after-tax operating income was $46.8 million in 2000, an increase of
$9.5 miilion, or 25.5%, from $37.3 million in 1999. The increase was primarily
due to higher investment advisory fees.

Total revenues increased $22.1 million, or 11.6%, to $212.0 million in 2000
from $189.9 million in 1999. Net investment income was $22.7 million in 2000,
a decrease of $23.2 million from $45.8 million for 1999. The decrease in net
investment income was partially due to the purchased equity interest in collat-
eralized bond obligations by other business segments of $31.7 million.
Offsetting this decrease was a $7.8 million increase in interest income on mort-
gage loans held for sale. Investment management revenues, commissions, and
other fees increased $45.2 million, or 32.7% in 2000, due primarily to an
increase in investment advisory fees, which increased $47.0 million to $180.6
million compared to $133.6 million reported in 1999. The increase in invest-
ment advisory fees was primarily due to the $45.3 million in incentive fee
receipts in connection with the restructuring of timber management contracts
and $15.3 million in performance fees earned by the mezzanine fund manager.
Investment advisory fees were .50% and .34% of average advisory assets under
management in 2000 and 1999, respectively. Mortgage origination and servic-
ing fees were $5.4 million compared to $6.6 million in 1999. Realized invest-

ment gains decreased $0.3 million due to lower securitization activity in 2000.

Other operating costs and expenses were $132.7 million in 2000, an increase of
$5.5 million, or 4.3%, from $127.2 million in 1999. The increase was primarily
due to $15.7 million in incentive compensation payments related to the receipt of
incentive fees on timber management contracts and $9.1 million in performance
fees paid for the management of the mezzanine fund. Offsetting these increases
was a $19.8 million transfer of expenses on equity interest in collateralized bond
obligations to the other business segments owning these assets. The segment’s
effective tax rate on operating income was 41.0% in 2000 and 1999. The effec-
tive tax rate for the Investment Management Segment is higher than our other
business segments due to the state tax on certain subsidiaries.

Corporate and Other Segment. The following table presents certain summary finan-
cial data relating to the Corporate and Other Segment for the periods indicated.

For the Years Ended December 31, 2001 2000 1999

(in millions)

Operating Resuits:

Segment after-tax operating income®

International insurance operations $ 51.8 §$ 322 % 26.0
Corporate operations 23.7 62.7 31.2
Non-core businesses 2.2 7.6 10.6
Total 84.7 102.5 67.8
After-tax adjustments:; @
Net realized investment and
other gains (losses), net 13.3 93.5 (42.1)
Class action lawsuit (19.5) - (91.1)
Restructuring charges (3.3) (1.3) {0.5)
Demutualization expenses - (9.4) (3.2)
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For the Years Ended December 31, 2001 2000 13999
(in millions)

Other demutualization related costs - (0.2) (0.2)

Workers' compensation

reinsurance reserve - - (133.7)

Surplus tax 0.9 18.1 (2.2)
Total after-tax adjustments (8.6) 100.7 (273.0)
GAAP Reported:
Income (loss) befcre cumulative

effect of accounting changes $ 761 $ 203.2 $ (205.2)
Cumulative effect of accounting

changes, net of tax (2.6) - -
Net income (loss) $ 735 % 2032 % (205.2)
Amortization of goodwill, net of tax 5.0 8.6 1.2
Net income (loss) before

amortization of goodwill $ 785 % 2118 $ (204.0)

{1) See “Adjustments to GAAP Reported Net Income” included in this Management’s Discussion and Analysis,

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000.
Segment after-tax operating income from international operations was $51.8
million for 2001, an increase of $19.6 miilion from $32.2 million reported in
2000. The primary driver of the increase was Maritime with an increase in after-
tax operating income of $20.7 million favorable mortality, morbidity, expense and
asset margins improved earnings by $15.1 million. On October 1, 2001,
Maritime purchased Royal & Sun Alliance Financial (RSAF). Accordingly,
Maritime's results include RSAF's fourth quarter results of $2.4 million. Maritime
also benefited from a reduction in the Canadian statutory tax rate in 2001.

Segment aftertax operating income from corporate operations was $23.7 mil-
lion for 2001, a decrease of $39.0 million from $62.7 million reported in 2000.
The decrease was primarily due to nonrecurring investment income on the pro-
ceeds from the IPO in 2000, lower investment income on corporate surplus due
to greater surplus requirements in our other business lines and the negative
impact to net investment income associated with both the stock buyback pro-
gram and dividends paid to shareholders. Partially offsetting these negative
items was a significant improvement in the performance of our corporate owned
life insurance plans as we transferred the asset backing the plans out of equity

securities and into fixed maturities.

Segment after-tax operating income from non-<ore businesses was $9.2 million
in 2001, an increase of $1.6 million from $7.6 million in 2000. We continue with
the orderly run-off of business in this segment.

Year Ended December 34, 2000 Compared to Year Ended December 31, 1999.
Segment after-tax operating income from international insurance operations was
$32.2 million for 2000, an increase of $6.2 miflion from $26.0 miilion for 1999.
On October 1, 1999, Maritime purchased Aetna Holdings Canada Limited
(Aetna). Accordingly, Aetna’s resuits of operations are included with Maritime’s
from the date of the acquisition. The increase in segment aftertax operating

income primarily resulted from the inclusion of Aetna’s operations for a full year

in 2000 compared to one quarter in 1999,
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Segment aftertax operating income from corporate operations was $62.7 mil-
lion in 2000, an increase of $31.5 million from $31.2 million in 1999. During
the fourth quarter of 1999, a corporate account was formed and all corporate
type assets, including certain tax advantaged assets, were moved from the other
segments to the Corporate and Other Segment. Tax credits, associated with the
tax advantaged assets, were $15.9 million in 2000 and $0.5 million in 1999. In
addition, as part of this move, the group pension participating contractholders
were reimbursed at fair market value for these contracts. Because of this trans-
action, in 2000 there was no longer a need to credit participating policyholders
with a share of the change in these assets which amounted to a charge to this
segment of $13.7 million for the first nine months of 1999,

Segment aftertax operating income from non-core businesses was $7.6 million
in 2000, a decrease of $3.0 million from $10.6 million in 1999. The decrease
was due primarily to lower net investment income resulting from the previously
described disposals.

Amortization of goodwill increased $7.4 million in 2000, as compared to 1999,
due to the acquisition of Aetna in the fourth quarter of 1999.

General Account Investments

Overall Composition of the General Account. Invested assets, excluding separate
accounts, totaled $59.0 billion and $52.2 billion as of December 31, 2001 and
December 31, 2000, respectively. The portfolio composition has not significantly
changed at December 31, 2001 as compared to December 31, 2000. The follow-
ing table shows the composition of investments in the general account portfoiio.

Carrying Value % of Total Carrying Value % of Total

As of December 31, 2001 2000
(in millions)
Fixed maturity

securities ¥ $ 41,106.8 69.8% $ 32,5734 62.4%
Mortgage loans @ 10,993.2 18.6 10,900.0 20.9
Real estate 442.4 0.7 519.0 1.0
Policy loans ©® 2,008.2 3.4 1,969.2 3.8
Equity securities 1,190.9 2.0 1,372.3 2.6
Other invested assets 1,786.1 3.0 1,383.7 2.6
Short-term investments 153.5 0.3 214.0 0.4
Cash and cash

equivalents @ 1,313.7 2.2 3,280.0 6.3
Total invested assets $ 58,994.8 100.0% $ 52,2216 100.0%

(1) In addition to bonds, the fixed maturity security portfolio contains redeemable preferred stock with a carry-
ing value of $695.0 million and $735.3 million as of December 31, 2001 and December 31, 2000, respec-
tively. The total fair value of the fixed maturity security portfolio was $41,090.9 and $32,393.5 million, at
December 31, 2001 and December 31, 2000, respectively.

(2) The fair value for the mortgage loan portfolio was $10,216.9 million and $11,359.6 million as of December
31, 2001 and December 31, 2000, respectively.

(3) Policy loans are secured by the cash value of the underlying §ife insurance policies and do not mature in a
conventional sense, but expire in conjunction with the related policy liabilities.

(4) Cash and cash equivalents are included in total invested assets in the tabte above for the purposes of cal-
culating yields on the income producing assets for the Company.
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Consistent with the nature of the Company’s product liabilities, assets are heav-
ily oriented toward fixed maturity securities. The Company determines the allo-
cation of assets primarily on the basis of cash flow and return requirements of
its products and by the leve! of investment risk.

Fixed Maturity Securities. The fixed maturity securities portfolio is predominantly
comprised of low risk, investment grade, publicly and privately traded corporate
bonds and senior tranches of asset-backed securities (ABS) and mortgage-
backed securities (MBS), with the balance invested in government bonds. The
fixed maturity securities portfolio also includes redeemable preferred stock. As
of December 31, 2001, fixed maturity securities represented 69.8% of general
account invested assets with a carrying value of $41.1 billion, comprised of 57%
public securities and 43% private securities. Each year, the Company directs the
majority of net cash inflows into investment grade fixed maturity securities.
Typically, between 5% and 15% of funds allocated to fixed maturity securities are
invested in below-investment-grade bonds while maintaining a policy to limit the
overall level of these bonds to no more than 10% of invested assets and the
majority of that balance in the BB category. Allocations are based on an assess-
ment of relative value and the likelihood of enhancing risk-adjusted portfolio
returns. While the Company has profited from the beiow-investment-grade asset
class in the past, care is taken to manage its growth strategically by limiting its
size relative to the Company's total assets.

The following table shows the composition by issuer of the fixed maturity secu-
rities portfolio.
Fixed Maturity Securities - By Issuer

Carrying Value % of Total Carrying Value % of Total
As of December 31, 2001 2000

(in millions)

$ 32,628.5 79.4%
6,326.9 15.4

$ 25,193.6 77.4%
5,483.5 16.8

Corporate securities
MBS/ABS

U.S. Treasury securities
and obligations of U.5.
government agencies 299.9 0.7 205.8 0.6

Debt securities issued by

foreign governments 1,729.9 4.2 1,549.9 4.8
Obligations of states and

political subdivisions 121.6 0.3 140.6 0.4
Total $ 41,106.8 100.0% $ 32,573.4 100.0%

In keeping with the investment philosophy of tightly managing interest rate risk,
the Company’s MBS & ABS holdings are heavily concentrated in commercial MBS
where the underlying loans are largely call protected, which means they are not pre-
payable without penaity prior to maturity at the option of the issuer. By investing
in MBS and ABS securities with relatively predictable repayments, the Company
adds high quality, liquid assets to our portfolios without incurring the risk of cash
flow variability. The Company believes the portion of our MBS/ABS portfolio sub-
ject to prepayment risk as of December 31, 2001 and December 31, 2000 was
limited to 10.1% and 3.3% of our total MBS/ABS portfolio and 1.6% and 0.6%
of our total fixed maturity securities holdings, respectively. The increase is due to
a $500 million portfolio in a new duration neutral strategy, implemented in 2000

and used in the corporate segment as a liquid alternative to a cash portfolio.

Management’s Discussion and Analysis of
Financial Condition and Resuits of Operations

The Securities Valuation Office (SVO) of the National Association of Insurance
Commissioners evaluates all public and private bonds purchased as invest-
ments by insurance companies. The SVO assigns one of six investment cate-
gories to each security it reviews. Category 1 is the highest quality rating, and
Category 6 is the lowest. Categories 1 and 2 are the equivalent of investment
grade debt as defined by rating agencies such as S&P and Moody’s {i.e., BBB-
/Baa3 or higher), while Categories 3-6 are the equivalent of below-investment
grade securities. SVO ratings are reviewed and may be revised at least once
a year.

The following table sets forth the SVO ratings for the bond portfolic along with
an equivalent S&P rating agency designation. The majority of the fixed maturity
investments are investment grade, with 88.3% of fixed maturity investments
invested in Category 1 and 2 securities as of December 31, 2001. Below invest-
ment grade bonds were 11.7% of fixed maturity investments and 8.0% of total
invested assets as of December 31, 2001. This allocation reflects the Company
strategy of avoiding the unpredictability of interest rate risk in favor of relying on
the Company’s bond analysts’ ability to better predict credit or default risk. The
bond analysts operate in an industry-based, team-oriented structure that permits
the evaluation of a wide range of below investment grade offerings in a variety
of industries resuiting in a well-diversified high yield portfolio.

Valuation techniques for the bond portfolio vary by security type and the avail-
ability of market data. Pricing models and their underlying assumptions impact
the amount and timing on unrealized gains and losses recognized, and the use
of different pricing modeis or assumptions could produce different financial
resulis. External pricing services are used where available, broker dealer
quotes are used for thinly traded securities, and a spread pricing matrix are
used when price quotes are not available. When utilizing the spread pricing
matrix, securities are valued by utilizing a discounted cash flow method where
each bond is assigned a spread, that is added to the current U.S. Treasury
rates to discount the cash flows of the security. The spread assigned to each
security is derived form external market data. Certain market events that could
impact the valuation of securities include issuer credit ratings, business cli-
mate, management changes, litigation, government actions among others. The
Company's pricing analysts take appropriate actions to reduce valuations of
securities where such an event occurs which negatively impacts the securities’
value. To the extent that bonds have longer maturity dates, management’s esti-
mate of fair value may involve greater subjectivity since they involve judgment
about events well into the future.

A majority {59.1%) of our below investment grade bonds are in Category 3, the
highest quality below investment grade. Category 6 bonds, those in or near
default, represent securities that were originally acquired as long-term invest-
ments, but subsequently became distressed. The carrying value of bonds near
default was $393.1 million and $216.7 million as of December 31, 2001 and
2000, respectively. For the years ended December 31, 2001 and 2000, $2.5
million and $2.6 million of interest on bonds near default was included in
accrued investment income. It is the Company’s policy to reverse any accrued
investment income and cease accruing interest income on bonds in default and
to only accrue interest income on bonds near defauit that the Company expects
to collect. Management judgment is used and the actual results could be
materially different.
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Fixed Maturity Securities - By Credit Quality

SvV0 S&P Equivalent

Rating® Designation® Carrying Value® % of Total Carrying Value™ % of Total
As of December 31, 2001 2000

{in millions)

1 AAA/AA/A $ 16,876.8 41.8% $ 14,614.2 45.9%
2 BBB 18,800.2 46.5 12,877.8 40.5
3 BB 2,796.5 6.9 2,793.3 8.8
4 B 1,102.4 2.7 1,066.4 33
5 CCC and lower 442.8 11 269.7 0.8
6 In or near default 393.1 1.0 218.7 0.7
Total $ 40,411.8 100.0% $ 31,838.1 100.0%

(1) For securities that are awaiting an SVO rating, the Company has assigned & rating based on an analysis that
it believes is equivalent to that used by the SVO.

(2) Comparisons between SVO and S&P ratings are published by the National Association of insurance
Commissioners.

(3] Does not include redeemable preferred stock with a carrying vaiue of $695.0 million and $735.3 million as
of December 31, 2001 and 2000, respectively.

Mortgage Loans. As of December 31, 2001 and December 31, 2000, the
Company held mortgage loans with a carrying value of $11.0 billion and $10.9
billion, respectively, including $2.5 hillion, respectively at each period end of agri-
cultural loans and $1.3 billion of loans managed by Maritime, of which $0.6 bil-
lion at each period end were government-insured by the Canada Mortgage and
Housing Corporation {CMHC).

The following table shows the distribution of our mortgage loan portfolio by prop-
erty type as of the dates indicated. Our commercial mortgage loan portfolio con-
sists primarily of non-recourse fixed-rate mortgages on fully, or nearly fully,

leased commercial properties.

Carrying Value % of Total Carrying Value % of Total
As of December 31, 2001 2000
(in millions)
Apartment $ 2,308.2 21.0% $ 2,393.1 22.0%
Office Buildings 2,744.9 25.0 2,465.1 22.6
Retail 1,621.0 14.6 1,623.7 14.9
Agricultural 2,472.7 225 2,511.1 23.0
Industrial 962.0 8.8 205.8 8.3
Hotels 464.0 4.2 414.7 3.8
Multi-Family 60.8 0.6 71.8 0.7
Mixed Use 107.2 1.0 274.7 2.5
Other 252.4 2.3 240.0 2.2
Total $ 10,993.2 100.0% $ 10,900.0 100.0%

The following table shows the distribution of our mortgage loan portfolio by
geographical region, as defined by the American Council of Life Insurers (ACLI).
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Mortgage Loans - By ACLI Region

Number of Loans Carrying Value % of Total Carrying Value % of Totat
As of December 31, 2001 2000
(in millions)
East North Central 137 $ 1,061.7 9.7% $ 1,101.0 10.1%
East South Central 38 457.7 4.2 530.4 4.9
Middie Atlantic 114 1,478.2 13.4 1,481.3 13.6
Mountain 88 414.3 3.8 401.9 3.7
New England 121 884.8 8.0 838.6 7.7
Pacific 258 1,799.5 16.4 1,969.5 18.0
South Atlantic 196 2,082.3 18.9 2,048.6 18.8
West North Central 70 382.0 35 368.2 3.4
West South Central 142 900.2 8.2 817.2 7.5
Canada 871 1,532.5 13.9 1,343.3 12.3
Total 2,035 $ 10,993.2 100.0% $ 10,900.0 100.0%

The allowance for losses on mortgage foans on real estate and real estate to be
disposed of is maintained at a level that is adequate enough to absorb esti-
mated probable credit losses. Management's periodic evaluation of the ade-
quacy of the allowance for losses is based on past experience, known and
inherent risks, adverse situations that may affect the borrower's ability to repay
(including the timing of future payments), the estimated value of the underlying
security, the general composition of the portfolio, current economic conditions
and other factors. This evaluation is inherently subjective and is susceptible to
significant changes and no assurance can be given that the allowances taken
will in fact be adequate to cover all losses or that additional valuation allowances
or asset write-downs will not be required in the future. The portion of the invest-
ment valuation allowance for our real estate to be disposed of was $83.6 mil-
lion, or 15.9% of carrying value before reserves and $43.5 million, or 7.7% of
carrying value before reserves as of December 31, 2001 and 2000, respectively.

Investment Results. Overall, the yield, net of investment expenses, on the gen-
eral account portfolio decreased from the year ended December 31, 2000 com-
pared to December 31, 2001. The decrease in portfolio yield in 2001 was driven
primarily by the sharp drop in shortterm interest rates during the year. As of
December 31, 2001, we had $8.2 billion of exposure to shortterm LIBOR rates,
mostly created through interest rate swaps designed to match our portfolio with
an increasing volume of floating rate liabilities. As a result, at least two-thirds of
the decline in portfolio yields is offset dollar for dollar by declining payments on
floating rate tiabilities. The actual balance of cash and short-term investments
declined during 2001, offsetting some of the decline in portfolio yield that would
otherwise have occurred. In addition, the overall decline in interest rates during
2001 reduced yields on new acquisitions relative to those on maturing invest-
ments, as the 10-year U.S. Treasury rate averaged 101 basis points fower than
in 2000 while BAA spreads narrowed by 11 basis points.

The yield, net of investment expenses, on the general account portfolio increased
from year ended December 31, 1999 compared to December 31, 2000. The
December 31, 2000 yield benefited from higher U.S Treasury rates and relatively

wide spreads in both the public and private sector. Indicative of this environment,
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The following table summarizes the Company’s investment results for the pericds indicated:

Yield Amount Yield Amount Yield Amount
As of December 31, 2001 2000% 19939
(in millions)
General account assets-excluding policy loans
Gross income 7.60% $ 4,069.4 8.27% $ 4,013.7 831% $ 3,761.4
Ending assets-excluding policy loans loans 56,986.6 50,252.4 46,766.9
Policy loans
Gross income 6.23% 123.9 8.07% 118.8 5.75% 109.8
Ending assets 2,008.2 1,969.2 1,838.8
Total gross income 7.55% 4,193.3 8.19% 4,132.3 8.21% 3,871.2
Less: investment expenses (248.4) (267.5) (347.1)
Net investment income 7.09% $ 39449 7.66% $ 3,864.8 747% $ 35241

(1) Prior period results have been reclassified to conform with 2001 presentation due to a reclassification of investment returns related to equity indexed universal life insurance policies sold through Maritime, to benefits

to poticyholders.

the 10year U.S. Treasury rate increased 34 basis points from December 31,
1999 to December 31, 2000. A similar trend was also experienced with BAA
spreads during the same time period as BAA spreads increased 42 basis points.

Liquidity and Capital Resources

Liquidity describes the ability of a company to generate sufficient cash flows to
meet the cash requirements of business operations. John Hancock Financial
Services, Inc. (the Company) is an insurance holding company. The assets of the
Company consist primarily of the outstanding capital stock of the Life Company,
John Hancock Canadian Holding Company and investments in other international
subsidiaries. The Company's cash flow consists of dividends from its sub-
sidiaries and proceeds from debt offerings offset by expenses, shareholder div-
idends and stock repurchases. As a holding company, the Company’s ability to
meet its cash requirements, including to pay interest on any debt, pay expenses
related to its affairs, pay dividends on its common stock and continue to repur-
chase stock, substantially depends upon dividends from its subsidiaries.

State insurance laws generally restrict the ability of insurance companies to pay
cash dividends in excess of prescribed limitations without prior approval. The
Life Company’s limit is the greater of 10% of the statutory surpius or the prior
calendar year’s statutory net gain from operations of the Life Company. The abil-
ity of the Life Company, JHFS' primary operating subsidiary, t o pay shareholder
dividends is and will continue to be subject to restrictions set forth in the insur-
ance laws and regulations of Massachusetts, its domiciliary state. The
Massachusetts insurance faw limits how and when the Life Company can pay
shareholder dividends. The Life Company, in the future, could also be viewed as
being commercially domiciled in New York. If so, dividend payments may also be
subject to New York’s holding company act as well as Massachusetts law. JHFS
currently does not expect such regulatory requirements to impair its ability to
meet its liquidity and capital needs. However, JHFS can give no assurance it will
declare or pay dividends on a regular basis.

In March and December 2001, the Commissioner of Insurance for the
Commonwealth of Massachusetts approved, and the Life Company paid, divi-
dends to JHFS in the amount of $250.0 million and $479.5 million, respectively.

None of the March dividends was classified as extraordinary by state reguiators.
The March dividend was a cash transfer and the December dividend consisted
of the transfer to JHFS of the remaining portion of John Hancock Canadian
Holdings Limited and certain international subsidiaries held by the Life Company.
The funds from these dividends, together with the net proceeds of the
Company's 2000 stock offering, were principally used to repurchase JHFS
common stock and pay $92.4 million in dividends to JHFS common sharehold-
ers. JHFS paid a dividend on its common stock of $0.31 per share on December
13, 2001 to shareholders of record as of November 16, 2001.

Sources of cash for the Company’s insurance subsidiaries are from premiums,
deposits and charges on policies and contracts, investment income, maturing
investments, and proceeds from sales of investment assets. In addition to the
need for cash flow to meet operating expenses, our liquidity requirements relate
principally to the liabilities associated with various insurance, annuity, and struc-
tured investment products, and to the funding of investments in new products,
processes, and technologies. Product liabilities include the payment of benefits
under insurance, annuity and structured investment products and the payment
of policy surrenders, withdrawals and policy loans. The Company periodically
adjusts its investment policy to respond to changes in short-term and long-term
cash requirements and provide adequate funds to pay benefits without forced
sales of investments.

The liquidity of our insurance operations is aiso related to the overall quality of
our investments. As of December 31, 2001, $35,677.0 million, or 88.3% of the
fixed maturity securities held by us and rated by Standard & Poor's Ratings
Services, a division of the McGraw-Hill Companies, Inc. (S&P) or the National
Association of Insurance Commissioners were rated investment grade (BBB or
higher by S&P or 1 or 2 by the National Association of Insurance Commissioners).
The remaining $4,734.8 million, or 11.7% of fixed maturity investments,
were rated non-investment grade. For additional discussion of our investment
portfolio see the General Account Investments section above, beginning on page
51 in this Management’s Discussion and Analysis of Financial Condition and

Results of Segment Operations.
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We employ an asset/liability management approach tailored to the specific require-
ments of each of our product lines. Each product line has an investment strategy
based on the specific characteristics of the liabilities in the product line. As part
of this approach, we develop investment policies and operating guidelines for
each portfolio based upon the return objectives, risk tolerance, liquidity, and tax
and regulatory requirements of the underlying products and business segments.

Net cash provided by operating activities was $2,633.8 million, $2,042.2 mil-
lion, and $1,688.3 million for the years ended December 31, 2001, 2000 and
1999, respectively. The increase in 2001 compared to 2000 resulted primarily
from an increase in premiums received of $406.5 million, net investment
income received of $161.2 million, and a $78.4 million decrease in expenses
partially offset by a $112.1 million increase in benefits paid. The increase in
2000 compared to 1999 resulted primarily from an increase to net income and
income taxes partially offset by an increase to other assets net of other liabilities,
an increase in the purchases of trading securities and a decrease in policy liabilities.

Net cash used in investing activities was $6,782.9 million, $1,809.4 million and
$1,996.9 million for the years ended December 31, 2001, 2000, and 1999,
respectively. The increase in cash used in 2001 as compared to 2000 resuited
from a larger increase in acquisitions of fixed maturities during the year ended
December 31, 2001 than their sales, maturities and redemptions as compared to
the prior year period. The modest decrease in net cash used in 2000 as compared
10 1999 resulted primarily from almost offsetting reductions in the sales, redemptions
and maturities of fixed maturities as compared to purchases of fixed maturities.

Net cash provided by financing activities was $2,182.8 million, $1,229.3 million
and $250.1 million, for the years ended December 31, 2001, 2000 and 1999,
respectively. The increase in 2001 as compared to 2000 resulted from a
$1,335.3 million increase in deposits net of cash payments made on with-
drawals of universal life insurance and investment-type contracts. Deposits on
such universal life insurance and investment-type contracts exceeded with-
drawals by $2,324.8 million and $389.5 million for the years ended December
31, 2001 and December 31, 2000, respectively. In addition, the Company
issued $776.0 million in Jong-term debt in 2001, including a medium-term bond
issue for $500.0 million maturing in 2008. These increases were partially offset
by the non-recurrence of the impact from the prior year IPO and the continuation
of the treasury stock repurchase program. The increase in 2000 as compared
to 1999 resulted primarily from a reduction in net cash payments made on with-
drawals of universal life insurance and investmenttype and the proceeds from
the IPQ net of cash payments to policyholders as a result of the demutualization.

On October 26, 2000, the Company announced that its Board of Directors
authorized a stock repurchase program, with no termination date, under which
the Company was authorized to purchase up to $500 million of its outstanding
common stock. On August 6, 2001, the Company’s board of directors authorized
a $500 million increase to the stock repurchase program, bringing the total
amount authorized to be used to repurchase Company stock to $1.0 billion.
Under the stock repurchase program, purchases have been and will be, made
from time to time, depending on market conditions, business opportunities and
other factors, in the open market or through privately negotiated transactions.
Through December 31, 2001, the Company has repurchased 18.5 million shares
with a total cost of $671.6 million, of which 15.5 million shares were repur-
chased in 2001 at a cost of $579.8 million.
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Cash flow reguirements also are supported by a committed line of credit of $1.0
billion and an effective shelf registration statement which provides for the
issuance, from time to time, of up to $1.0 billion of the Company's debt and
equity securities. The line of credit agreement provides for two facilities: one for
$500 million pursuant to a 364-day commitment (subject to renewal) and a
second multi-year facility for $500 million (renewable in 2005). The line of credit
is available for general corporate purposes. The line of credit agreement
contains various covenants, among these being that shareholders’ equity meet
certain requirements. To date, we have not borrowed any amounts under the line
of credit. On November 29, 2001, JHFS sold, under the $1.0 billion shelf regis-
tration statement, $500.0 million in 7-year senior unsecured notes at a coupon
of 5.625 percent with the proceeds used for general corporate purposes. The
remaining capacity of the shelf registration is currently $500.0 million.

As of December 31, 2001, we had $1,440.1 million of debt outstanding con-
sisting of $498.6 million of medium-term bonds, $447.3 million of surplus
notes, $248.1 million of Canadian debt and $246.1 million of other notes
payable. The commercial paper program established at the Company has
replaced the commercial paper program at its indirect subsidiary, John Hancock
Capital Corporation. During 2001, the Company issued $2,740.0 million in com-
mercial paper, none of which was outstanding at December 31, 2001.

A primary liquidity concern with respect to life insurance and annuity products is
the risk of early policyholder and contractholder withdrawal. The following table
summarizes our annuity policy reserves and deposit fund liabilities for the con-
tractholder’s ability to withdraw funds for the indicated periods: @

Amount % Amount %

As of December 31, 2001 2000
(in millions)
Not subject to discretionary

withdrawal provisions $ 27,0705 80.6% $ 22,264.5 77.7%
Subject to discretionary

withdrawa! adjustment:
With market value adjustment 405.6 1.2 1,230.7 4.3
At contract value 2,312.4 6.9 1,897.3 6.6

Subject to discretionary
withdrawal at contract value
less surrender charge

3,784.8 11.3 3,248.6 11.4

Total annuity reserves and

deposit funds liability $ 33,580.3 100.0% $ 28,641.1 100.0%

(1) Withdrawal characteristics table amended for 2000 to include certain foreign subsidiaries.

Individual life insurance policies are less susceptible to withdrawal than are indi-
vidual annuity contracts because policyholders may incur surrender charges and
undergo a new underwriting process in order to obtain a new insurance policy.
Annuity benefits under group annuity contracts are generally not subject to early
withdrawal. As indicated in the table above, there is a substantial percentage of
annuity reserves and deposit fund liabilities that are not subject to withdrawal.
As a matter of policy, we seek to include provisions limiting withdrawal rights
from general account institutional structured investment products. These include
GICs and funding agreements sold to plan sponsors where the contract prohibits
the contractholder from making withdrawals other than on a scheduled maturity
date. In addition, none of these obligations can be accelerated based on any

change in the Company's credit rating.
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Individua! life insurance policies (other than term life insurance) increase in cash
value over their lives. Policyholders have the right to borrow from us an amount
generally up to the cash value of their policy at any time. As of December 31,
2001, we had approximately $18.5 billion in cash values in which policyholders
have rights to policy loans. The majority of cash values eligible for policy loans
are at variable interest rates which are reset annually on the policy anniversary.
Mareover, a portion of our fixed interest rate policy loans have features that provide
for reduced crediting rates on the portion of cash values loaned. The amount of
policy loans has remained consistent over the past three years, at approximately
$2.0 billion, $1.6 billion of which are in the closed block at December 31, 2001.

The tables below summarize the Company's information about contractual
obligations and other commercial commitments by due date and expiration date
as of December 31, 2001. Contractual obligations of the Company are those
obligations fixed by agreement as to dollar amount and date of payment. Other
commercial commitments are those commitments entered into by the Company
with known expiration dates. These obligations are inputs into the Company’s
asset liability management system described elsewhere in this document.

The risk-based capital standards for life insurance companies, as prescribed by
the National Association of Insurance Commissioners, establish a risk-based

Contractual Obligations

Management’s Discussion and Analysis of
Financial Condition and Results of Operations

capital ratio comparing adjusted surplus to required surplus for each of our
United States domiciled insurance subsidiaries. If the risk-based capital ratio
falls outside of acceptable ranges, regulatory action may be taken ranging from
increased information requirements to mandatory contral by the domiciliary
insurance department. The risk-based capital ratios of all our insurance sub-
sidiaries as of December 31, 2001, were above the ranges that would require
regulatory action.

We maintain reinsurance programs designed to protect against large or unusual
losses. Based on our periodic review of our reinsurers’ financial statements,
financial strength ratings and reputations in the reinsurance marketplace, we
believe that our reinsurers are financially sound, and, therefore, that we have no
significant exposure to uncollectible reinsurance in excess of uncollectible
amounts recognized in our consolidated financial statements.

Given the historical cash flow of our subsidiaries and current financial results,
management believes that the cash flow from the operating activities over the
next year will provide sufficient liquidity for our operations, as well as to satisfy
debt service obligations and to pay other operating expenses. Although we antic-
ipate that we will be able to meet our cash requirements, we can give no assur-

ances in this regard.

Less than After
Payments Due by Perlod Total 1 year 1-3 years 4-5 years 5 years
(in millions)
Debt $ 1,4401 $ 810 $ 60.6 $ 329 $ 1,265.6
GIC's 8,232.9 2,024.0 3,442.6 1,485.5 1,280.8
Funding agreements 12,281.1 426.8 3,293.5 4,251.5 4,309.3
Institutional structured settlements 1,283.7 9.5 253 29.4 1,219.5
Annuity certain 13,579.9 661.2 1,378.7 1,170.3 10,369.7
Investment commitments 1,321.5 1,321.5 - - -
Other insurance liabilities - - - - -
Operating lease obligations 141.8 27.4 43.1 23.4 47.9
Other long-term obligations 26.2 5.6 3.6 2.6 14.4

Total contractual cash obligations

$ 383072 $ 4557.0 $ 82474 $ 69956 $ 18,507.2

Other Commercial Commitments

Total Amounts Less than After
Amount of Commitment Expiration Per Period Committed 1 year 13 years 4-5 years 5 years
(in millions)
Lines of credit - - - - -
Standby letters of credit - - - - -
Guarantees $ 18 $ 01 $ 12 % 0.5 -
Standby repurchase obligations - - - - -
Other commercial commitments 0.2 0.2 - - -
Other commitments 0.9 0.9 - - -

Total commercial commitments

$ 29 % 12 8 1.2 $
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Quantitative and Qualitative Information About Market Risk

Capital Markets Risk Management. The Company maintains a disciplined, com-
prehensive approach to managing capital market risks inherent in its business
and investment operations.

To mitigate capital market risks, and effectively support Company objectives,
investment operations are organized and staffed to focus investment manage-
ment expertise on specific classes of investments, with particular emphasis
placed on private placement markets. In addition, a dedicated unit of asset/lia-
bility risk management (ALM} professionals centralizes the Life Insurance
Company's and its subsidiaries’ implementation of i§s interest rate risk
management program. As an integral component of its ALM program, derivative
instruments are used in accordance with risk reduction techniques established
through Company policy and with formal approval granted from the New York
Insurance Department. The Company's use of derivative instruments is moni-
tored on a regular basis by the Company’s Investment Compliance Department
and reviewed quarterly with senior management and the Committee of Finance
of the Company’s wholly-owned subsidiary, John Hancock Life Insurance
Company, (the Company’s Committee of Finance).

The Company’'s principal capital market exposures are credit and interest rate
risk, which includes the impact of inflation, although we have certain exposures
to changes in equity prices and foreign currency exchange rates. Credit risk per-
tains to the uncertainty associated with the ability of an obligor or counterparty
to continue to make timely and complete payments of contractual principal and
interest. interest rate risk pertains to the change in fair value that occurs within
fixed maturity securities or liabilities as market interest rates move. Equity and
foreign currency risk pertain to price fluctuations, associated with the Company’s
ownership of equity investments or non-US dollar denominated investments and

liabilities, driven by dynamic market environments.

Credit Risk. The Company manages the credit risk inherent in its fixed maturity
securities by applying strict credit and underwriting standards, with specific
limits regarding the proportion of permissible below investment grade holdings.
We also diversify our fixed maturity securities with respect to investment quality
and credit concentration. Concentrations are monitored with respect to issuer,
industry, geographic location, and loan property-type. Where possible, consider-
ation of external measures of creditworthiness, such as ratings assigned by
nationally recognized rating agencies, supplement our internal credit analysis.
The Company uses simulation models to examine the probability distribution of
credit losses to ensure that it can readily withstand feasible adverse scenarios.
In certain limited circumstances the Company may use the credit derivatives
market to exchange credit risk for fixed rate payments if it believes this approach
is more efficient than entering into a cash-based security transaction. In addi-
tion, the Company periodically examines, on various levels of aggregation, its
actual default loss experience on significant asset classes to determine if the
losses are consistent with the (1) levels assumed in product pricing, (2} ACLI
loss experience and (3) rating agencies’ quality-specific cohort default data.
These tests have generally found the Company’s aggregate experience to be
favorable relative to these external benchmarks and consistent with priced-for-

levels. The Company evaluates fixed income securities on a case by case basis

for issues of collectibility. The Company's bond analysts operate in an industry-
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based, team-oriented structure that facilitates the evaluation of the Company’'s
entire fixed income holdings quarterly and formal presentations to management
twice annually. In addition, trading levels of publicly traded securities and other
market factors and industry trends are followed and their impact on individual
credits are assessed as they occur. Indenture covenants which provide the
Company additional protection in the event of credit deterioration are also mon-
itored continuously. When as a result of any of these analyses, management
believes that the collectibility of any amounts owed is other than temporarily
impaired, the underlying asset is written down to fair value.

As of December 31, 2001, the Company’s fixed maturity portfolio was comprised
of 88.3% investment grade securities and 11.7% below-investment-grade secu-
rities. These percentages are consistent with recent experience and indicative of
the Company’s long-standing investment philosophy of pursuing moderate
amounts of credit risk in anticipation of earning higher expected returns. We
believe that credit risk can be successfully managed given our proprietary credit
evaluation models and experienced personnel. For additional information regard-
ing the credit quality of the Company's portfolio see Note 2 to our consolidated
financial statements and Management’s Discussion and Analysis of Financial
Condition and Results of Segment Operations.

Interest Rate Risk. The Company maintains a tightly controlled approach to man-
aging its potential interest rate risk. Interest rate risk arises from many of our
primary activities, as we invest substantial funds in interest-sensitive assets to
support the issuance of our various interest-sensitive liabilities, primarily within
our Protection, Asset Gathering and Guaranteed and Structured Financial
Products Segments.

We manage interest rate sensitive segments of our business, and their sup-
porting investments, under one of two broadly defined risk management meth-
ods designed to provide an appropriate matching of assets and liabilities. For
guaranteed rate products, where contractual liability cash flows are highly pre-
dictable (e.g., GICs or immediate annuities) we apply sophisticated duration-
matching techniques to manage the segment’s exposure to both parallel and
non-parallel yield curve movements. Typically this approach involves a duration
mismatch tolerance of less than +/- .05 years, with other techniques used for
limiting exposure to non-parallel risk. Duration measures the sensitivity of the
fair value of assets and liabilities to changes in interest rates. For example,
should interest rates increase hy 100 basis points, the fair value of an asset
with a B-year duration is expected to decrease in value by approximately 5.0%.
For non-guaranteed rate products we apply scenario-modeling technigues to
develop investment policies with what we believe to be the optimal risk/return
tradeoff given our risk constraints. Each scenario is based on near term rea-
sonably possible hypothetical changes in interest rates that illustrate the poten-

tial impact of such events.

We project asset and liability cash flows on guaranteed rate products and then
discount them against credit-specific interest rate curves to attain fair values.
Duration is then calculated by re-pricing these cash flows against a modified or
“shocked” interest rate curve and evaluating the change in fair value versus the
base case. As of December 31, 2001, the fair value of fixed maturity securities
and mortgage loans supporting duration managed liabilities was approximately
$30,990.3 million.
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The risk management method for non-guaranieed rate products, such as whole
life insurance or single premium deferred annuities, is less formulaic, but more
complex, due to the less predictable nature of the liability cash flows. For these
products, we manage interest rate risk based on scenario-based portfolio mod-
eling that seeks to identify the most appropriate investment strategy given prob-
able policynholder behavior and liability crediting needs under a wide range of
interest rate environments. As of December 31, 2001, the fair value of fixed
maturity securities and mortgage loans supporting liabilities managed under this
modeling was approximately $24,205.8 million

Derivative Instruments. The Company uses a variety of derivative financial
instruments, including swaps, caps, floors, and exchange traded futures con-
tracts, in accordance with Company investment policy. Permissible derivative
applications include the reduction of economic risk (i.e., hedging) related to
changes in yields, prices, cash flows, and currency exchange rates. In addition,
certain limited applications of income generation are allowed. Examples of this
type of use include the purchase of call options to offset the sale of embedded
options in Company liability issuance or the purchase of swaptions to offset the
purchase of embedded put options in certain investments. The Company does
not make a market or trade derivatives for speculative purposes.

As of January 1, 2001, SFAS No. 133 became effective for all companies report-
ing under GAAP in the United States. Briefly stated, SFAS No. 133 requires that
all derivative instruments must be recorded as either assets or liabilities on the
Company’s balance sheet, with quarterly recognition thereafter of changes in
derivative fair values through its income statement. The income effect of deriv-
atives that meet all requirements of a “qualified hedge” under SFAS No. 133
guidance may be offset, in part or in its entirety, by recognition of changes in fair
value on specifically identified underlying hedged-items. These hedged-items
must be identified at the inception of the hedge and may consist of assets, lia-
bilities, firm commitments or forecasted transactions. Depending upon the des-
ignated form of the hedge (i.e., fair value or cash flow), changes in fair value
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must either be recorded immediately through income or through shareholders’
equity (Other Comprehensive Income) for subsequent amortization into income.

in preparing for the implementation of SFAS No. 133, the Company invested sig-
nificant time and resources to achieve two primary objectives. First, preserving
the ability to hedge economic risks inherent in its business operations, with
assurance that such hedges were structured in a SFAS No. 133 compliant fash-
jon. Second, the reduction of income volatility arising from “ineffective” or less
than perfect hedges, whereby income from hedged-item fair value recognition
only partially offsets income from derivatives fair value recognition. In the course
of achieving these objectives the Company undertook an extensive examination
of its derivatives hedging program. The examination identified two areas where
the Company’s risk management applications required adjustment to accommo-
date the requirements of SFAS No. 133. Each of these hedging applications was
modified 50 as to retain its economic effectiveness and achieve compliance with
SFAS No. 133. In addition, the examination proved beneficial in several other
ways, including the implementation and customization of a vendor derivatives
valuation and accounting software, improved front and back office derivatives
capabilities, refinement of responsibilities 1o ensure appropriate separation of
duties, and enhanced derivatives compliance procedures.

Through the year ended December 31, 2001, the reported income volatitity
attributable to SFAS No. 133 accounting treatment was $(16.3) million and well
in line with our pre-SFAS No. 133 implementation expectations. We also reported
income volatility of $2.3 million during 2001 due to GAAP derivatives accounting
treatment on options that predated SFAS No. 133. This volatility relates to the
“inherent ineffectiveness” associated with marking-to-market each quarter out-
of-the-money interest rate and equity options. These options hedge interest rate
and equity risks present in certain of our asset and liability portfolios. The
Company continues to seek process improvements to further reduce expected
income volatility, without unduly hindering our objective of aggressively managing
economic risks inherent in its lines of business.

Weighted Fair Value Fair Value
Average Terms -100 Basis +100 Basis
As of December 31, 2001 Notional Amount (Years) Point Change Falr Vaiue Point Change®
(in millions, except for Weighted-Average Terms)
Interest rate swaps $ 13,462.5 7.8 $ (629.0) $ (359.4) $ (97.5)
CMT swaps 353.0 1.0 8.4 8.3 8.3
Futures contracts ® 310.6 8.0 6.0) (1.0) 5.7
Interest rate caps 297.0 5.4 1.9 3.6 6.6
Interest rate floors 8,328.0 8.3 120.0 56.5 30.7
Swaptions 30.0 23.4 (3.0) (1.3) (0.5)
Totals $ 22,7811 78 $ (507.7) $ (293.3) $ (46.7)

{1) Represents the notional value on open contracts as of December 31, 2001.

(2) The selection of a 100 basis point immediate change in interest rates should not be construed as a prediction by us of future market events but rather as an illustration of the potential impact of such an event.
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The Company’s Investment Compliance Unit monitors all derivatives activity for
consistency with internal policies and guidelines. All derivatives trading activity
is reported monthly to the Company’'s Committee of Finance for review, with a
comprehensive governance report provided jointly each quarter by the
Company's Derivatives Supervisory Officer and Chief Investment Compliance
Officer. The table on page 58 reflects the Company’s derivative positions hedg-
ing interest rate risk as of December 31, 2001. The notional amounts in the
table represent the basis on which pay or receive amounts are calculated and
are not reflective of credit risk. These fair value exposures represent only a point
in time and will be subject to change as a result of ongoing portfolio and risk
management activities.

Our non-exchange-traded derivatives are exposed to the possibility of loss from
a counterparty failing to perform its obligations under terms of the derivative
contract. We believe the risk of incurring losses due to nonperformance by our
counterparties is remote. To manage this risk, Company procedures include the
(a) on-going evaluation of each counterparty’s credit ratings, (b) the application
of credit limits and monitoring procedures based on an internally developed, sce-
nario-based risk assessment system, (c) quarterly reporting of each counter-
party’s “potential exposure”, (d) master netting agreements, and (e} the use of
collateral agreements. Futures contracts trade on organized exchanges and have
effectively no credit risk.

Equity Risk

Equity risk is the possibility that we will incur economic losses due to adverse
changes in a particular common stock or warrant. In order to reduce our expo-
sure to market fluctuations on some of our common stock portfolio, we use
equity coliar agreements. These equity collar agreements limit the market value
fluctuations on their underlying equity securities. Qur equity collars are com-
prised of an equal number of purchased put options and written call options,
each with strike rates equidistant from the stock price at the time the contract
is established. As of December 31, 2001, the fair value of our equity securities
portfolio was $1,190.9 million. The fair value of our equity collar agreements as
of December 31, 2001 was $(2.2) miition. A hypothetical 15% decline in the
December 31, 2001 value of the equity securities hedged with equity collar
agreements would result in an unrealized loss of approximately $3.6 million. The
selection of a 15% immediate change in the value of equity securities should not
be construed as a prediction by us of future market events but rather as an illus-
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tration of the potential impact of such an event. The fair value of any unhedged
common stock holdings will rise or fall with equity market and company-specific
trends. In certain cases the Company classifies its equity holdings as trading
securities. These holdings are marked-to-market through the income statement,
creating investment income volatility that is effectively neutralized by changes in
corresponding liability reserves.

Foreign Currency Risk

Foreign currency risk is the possibility that we will incur economic losses due to
adverse changes in foreign currency exchange rates. This risk arises in part from
our international operations and the issuance of certain foreign currency-denom-
inated funding agreements sold to non-qualified institutional investors in the
international market. We apply currency swap agreements to hedge the exchange
risk inherent in our investments and funding agreements denominated in foreign
currencies. We also own fixed maturity securities that are denominated in foreign
currencies. We use derivatives to hedge the foreign currency risk of these secu-
rities {both interest and principal payments). At December 31, 2001, the fair
value of our foreign currency denominated fixed maturity securities was approxi-
mately $707.8 million. The fair value of our currency swap agreements at
December 31, 2001 supporting foreign denominated bonds was $42.6 million.

We estimate that as of December 31, 2001, a hypothetical 10% immediate
change in each of the foreign currency exchange rates to which we are exposed,
including the currency swap agreements, would result in no material change to
the net fair value of our foreign currency-denominated instruments identified
above. The selection of a 10% immediate change in all currency exchange rates
should not be construed as a prediction by us of future market events but rather
as an illustration of the potential impact of such an event. Our largest individual
currency exposure is to the Canadian dollar.

The modeling technique we use to calculate our exposure does not take into
account correlation among foreign currency exchange rates or correlation among
various markets. Our actual experience may differ from the results noted above
due to the correlation assumptions utilized or if events occur that were not
included in the methodology, such as significant illiquidity or other market events.

Effects of Inflation
Inflation has not been a material factor in our operations during the past decade

in terms of our investment performance, expenses, or product sales.
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Report of Independent Auditors

The Board of Directors

John Hancock Financial Services, Inc.

We have audited the accompanying consolidated balance sheets of John Hancock Financial Services, Inc. as of December 31, 2001 and 2000, and the related con-
solidated statements of income, changes in shareholders’ equity and comprehensive income, and cash flows for each of the three years in the period ended December
31, 2001. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of John Hancock Financial Services,
Inc. at December 31, 2001 and 2000, and the consolidated results of their operations and their cash flows for each of the three years in the period ended December
31, 2001, in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, in 2001 the Company changed its method of accounting for its employee pension plan and post-
retirement health and welfare plans, derivatives and certain long-duration participating contracts.

Boston, Massachusetts
February 7, 2002
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Consolidated Balance Sheets

As of December 31, 2001 2000

(in millions)

Assets

Investments — Notes 2 and 3

Fixed maturities:

Held-to-maturity at amortized cost (fair value: 2001 ~ $1,914.1; 2000 - $13,978.6) $ 1,930.0 $ 14,1585
Available-for-sale at fair value (cost: 2001 - $38,742.0; 2000 - $18,208.4) 39,160.3 18,414.9
Trading securities at fair value (cost: 2001 - $16.4; 2000 - $ - ) 16.5 -
Equity securities:
Available-for-sale at fair value (cost: 2001 - $752.3; 2000 - $875.9) 886.8 1,140.7
Trading securities at fair value (cost: 2001 - $289.5; 2000 - $193.4) 304.1 231.86
Mortgage loans on real estate 10,993.2 10,800.0
Real estate 442.4 519.0
Policy loans 2,008.2 1,969.2
Short-term investments 153.5 214.0
Other invested assets : 1,786.1 1,393.7
Total Investments 57,681.1 48,941.6
Cash and cash equivalents 1,313.7 3,280.0
Accrued investment income 782.1 736.2
Premiums and accounts receivable 253.8 237.9
Deferred policy acquisition costs 3,717.4 3,517.0
Reinsurance recoverable — Note 8 1,909.3 2,021.3
Other assets 2,768.3 2,206.1
Separate accounts assets 22,718.5 26,454.8
Total Assets $ 91,1442 $§ 87,394.9
Liabilities and Shareholders’ Equity
Liabilities
Future policy benefits $ 34,938.7 $ 31,402.2
Policyholders’ funds 20,762.8 18,782.3
Unearned revenue 809.3 671.3
Unpaid claims and claim expense reserves 262.7 310.1
““““ Dividends payable to policyhaolders 578.1 540.6
Short-term debt - Note 6 81.0 2453
Long-term debt — Note 6 1,359.1 534.0
Income taxes — Note 4 866.9 575.5
Other liabilities 2779.8 2,029.8
Separate accounts liabilities 22,718.5 26,454.8
Total Liabilities 85,156.9 81,545.9
Minority interest — Note 7 122.3 93.5

Commitments and contingencies — Note 10
Shareholders’ Equity — Note 11

Common stock, $.01 par value; 2.0 billion shares authorized; 315.8 million and 315.0 million shares issued, respectively 3.2 3.2
Additional paid in capital 5,099.3 5,086.4
Retained earnings 1,206.7 680.4
Accumulated other comprehensive income (loss) 228.0 77.3
Treasury stock, at cost (18.5 million and 3.0 million shares, respectively) (672.2) (91.8)

Total Shareholders' Equity 5,865.0 5,758.5

Total Liabilities and Shareholders’ Equity $ 91,1442 $ 87,394.9

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Income

For the Years Ended December 31, 2001 2000 1999
(in millions)
Revenues
Premiums $ 38513 $ 34521 $ 2,7175
Universal life and investment-type product charges 772.5 749.3 703.5
Net investment income - Note 2 3,944.9 3,864.8 3,524.1
Net realized investment and other gains (losses), net of related amortization of deferred policy acquisition
costs, amounts credited to participating pension contractholders and the policyholder dividend obligation
($(1.1), $11.7 and $85.8, respectively) - Notes 1, 2 and 12 (249.1) 88.7 175.1
Investment management revenues, commissions and other fees 602.9 764.8 680.9
Other revenue 186.5 17.6 6.5
Total revenues 9,109.0 8,937.3 7,807.6
Benefits and expenses
Benefits to policyholders, excluding amounts related to net realized investment and other gains (losses)
credited to participating pension contractholders and policyholder dividend obligation ($25.3, $21.0 and
$35.3, respectively) -~ Notes 1, 2 and 12 5,904.7 5,375.6 5,368.5
Other operating costs and expenses 1,500.1 1,586.4 1,412.3
Amortization of deferred policy acquisition costs, excluding amounts related to net realized investment and
other gains (losses) ($(26.4), $(9.3) and $50.5, respectively) — Notes 1, 2 and 12 306.8 242.0 166.8
Dividends to policyholders 571.3 564.4 501.86
Demutualization expenses - 10.8 96.2
Total benefits and expenses 8,282.9 7,779.0 7,545.4
Income before income taxes and cumulative effect of accounting changes 826.1 1,158.3 262.2
Income taxes - Note 4 214.6 339.6 99.3
Income before cumulative effect of accounting changes 611.5 818.7 162.9
Cumulative effect of accounting changes, net of tax ~ Note 1 7.2 - 9.7)
Net income $ 618.7 $ 818.7 % 153.2

For the Period

Year Ended  February 1 through Pro forma (unaudited)
December 31, December 31, Years Ended December 31,
2001 2000 2000 1998
(in millions, except per share data)
Basic earnings per common share:
income before cumulative effect of accounting changes $ 201 $ 246 $ 260 $ 0.52
Cumulative effect of accounting changes 0.02 - - (0.03)
Net income $ 2.03 $ 2,46 3% 260 $ 0.49
Diluted earnings per common share:
income before cumulative effect of accounting changes $ 1.99 $ 245 % 259 $ 0.52
Cumulative effect of accounting changes 0.02 - - (0.03)
Net income $ 201 $ 245 $ 259 $ 0.49
Weighted-average shares used in basic earnings per common share calculations 304.6 314.5 314.5 314.8
Dilutive securities
Stock options 2.7 1.5 1.5 -
Non-vested stock 0.3 0.2 0.2 -
Weighted-average shares used in diluted earnings per common share calculations 307.6 316.2 316.2 314.8
Cash dividends paid per common share $ 031 % 0.30 - -

The accompanying notes are an integral part of these consolidated financial statements.

The unaudited pro forma information above gives effect to the Reorganization and Initial Public Offering referred to in Note 1.
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Accumulated Other Total
A Compt Treasury s’ o]
Common Stock Paid in Capital Earnings Income (Loss) Stock Equity Shares
(in millions, except outstanding shares, in thousands)
Balance at January 1, 1999 - - $ 46718 $ 283.4 - $ 4,955.2 -
Comprehensive income:
Net income 153.2 153.2
Other comprehensive income, net of tax:
Net unrealized gains (iosses) (311.3) (311.3)
Foreign currency translation adjustment 16.9 16.9
Minimum pension liability (22.9) (22.9)
Comprehensive income (164.1)
Balance at December 31, 1999 - - 4,825.0 (33.9) - 4,791.1 -
Demutualization transaction $ 22 $ 3,3698 (4,869.0) (1,497.0) 212,786.5
Initial public offering 1.0 1,656.7 1,657.7 102,000.0
Additional paid in capital 56.4 56.4
Restricted stock issued 4.2 4.2 291.0
Options exercised 0.2
Forfeitures of restricted stock (0.7) (0.7) (50.8)
Comprehensive income:
Net income before demutualization 44.0 44.0
Net income after demutualization 774.7 774.7
Net income for the year 818.7 818.7
Other comprehensive income, net of tax:
Net unrealized gains {losses) 122.1 122.1
Foreign currency translation adjustment (19.1) (19.1)
Minimum pension liability 8.2 8.2
Comprehensive income 929.9
Treasury stock acquired (91.8) (91.8) {3,038.0)
Dividends paid to shareholders (94.3) (94.3)
Balance at December 31, 2000 3.2 5,086.4 680.4 77.3 (91.8) 5,755.5 311,988.9
Restricted stock issued 2.8 2.8 81.4
Options exercised _ 12.2 12.2 868.3
Forfeitures of restricted stock (2.1) (2.1) (64.4)
Comprehensive income:
Net income 618.7 618.7
Other comprehensive income, net of tax:
Net unrealized gains (losses) (59.9) (59.9)
Foreign currency translation adjustment (28.4) (28.4)
Minimum pension liability 15.2 15.2
Cash flow hedges (3.8) (3.8)
Comprehensive income 541.8
Treasury stock acquired (580.4) (580.4) (15,444.1)
Dividends paid to shareholders (92.4) (92.4)
Change in accounting principles 227.6 227.6
Balance at December 31, 2001 $ 32 $ 50993 $ 12067 $ 228.0 $ (672.2) $ 5,865.0 297,430.1

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

For the Years Ended December 31, 2001 2000 1999

(in millions)

Cash flows from operating activities:

Net income $ 618.7 $ 818.7 $ 153.2
Adjustments to reconcile net income to net cash provided by operating activities:

Amortization of discount — fixed maturities (160.9) (121.8) (77.9)
Net realized investment and other (gains) losses 249.1 (88.7) (175.1)
Change in deferred policy acquisition costs (274.1) (331.0) (317.3)
_ Depreciation and amortization 79.6 98.6 74.3
A Net cash flows from trading securities (69.4) (147.5) (16.2)
N Increase in accrued investment income (38.8) (81.6) (118.0)
(Increase) decrease in premiums and accounts receivable (15.0) (22.3) 11.8
Increase in other assets and other liabilities, net (465.1) (488.4) (118.1)
Increase in policy liabitities and accruals, net 2,472.1 2055.1 2,253.6
Loss on sale of subsidiaries - - 21.3
Increase (decrease) in income taxes 237.6 3511 (3.3)
Net cash provided by operating activities 2,633.8 2,042.2 1,688.3
Cash flows from investing activities:
Sales of:
Fixed maturities heid-to-maturity - - 28.7
Fixed maturities available-for-sale 16,929.5 5,037.5 9,824.0
Equity securities available-for-sale 616.5 744.2 182.7
Real estate 57.3 66.4 1,286.3
Short-term investments and other invested assets 153.3 101.9 764.4
Maturities, prepayments and scheduled redemptions of:
Fixed maturities held-to-maturity : 243.8 1,811.9 1,777.1
Fixed maturities available-for-sale 3,211.9 1,642.4 1,880.3
Short-term investments and other invested assets 214.0 459.9 311.8
Mortgage loans on real estate 1,5675.7 1,585.3 1,509.0
Purchases of:
Fixed maturities held-to-maturity (66.7) (2,094.8) (2,725.2)
Fixed maturities available-for-sale (27,149.8) (7,952.6) (12,728.5)
Equity securities available-for-sale (367.3) (558.6) (386.0)
Real estate (53.5) (46.0) (187.2)
Short-term investments and other invested assets (537.2) (880.6) (715.4)
Mortgage loans on real estate issued (1,577.9) (1,807.8) (2,414.1)
Net cash (paid) received related to acquisition/sale of business (132.5) 141.3 (406.9)
Other, net 100.0 (59.8) 12.14
Net cash used in investing activities (6,782.9) (1,802.4) (1,996.9)

The accompanying notes are an integral part of these consoli financial its.
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For the Years Ended December 31, 2001 2000 1999
(in millions)
Cash flows from financing activities:
Issuance of common stock - $ 17141 -
Payments to eligible policyholders under Plan of Reorganization - (1,076.7) -
Acquisition of treasury stock $ (580.4) (91.8) -
Dividends paid on common stock (92.4) (94.3) -
Proceeds from issuance of preferred stock - - $ 68.2
Universal life and investment-type contract deposits 10,755.4 8,148.3 8,365.9
Universal life and investment-type contract maturities and withdrawals (8,430.6) (7,158.8) (8,144.0)
Issuance of long-term debt 776.0 20.0 6.0
Repayment of long-term debt (22.9) (73.2) (15.5)
Net decrease in commercial paper (222.3) (158.3) (30.5)
Net cash provided by financing activities 2,182.8 1,229.3 250.1
Net (decrease) increase in cash and cash equivalents (1,966.3) 1,462.1 (58.5)
Cash and cash equivalents at beginning of year 3,280.0 1,817.9 1,876.4
Cash and cash equivalents at end of year $ 1,313.7 $ 32800 $ 18179

The accompanying notes are an integral part of these cc I financial its.
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Notes to Consolidated Financial Statements

Note 1 - Summary of Significant Accounting Policies

Business. John Hancock Financial Services, Inc. (the Company), formerly known
as John Hancock Mutual Life Insurance Company (the Mutual Company) and
Subsidiaries, is a diversified financial services organization that provides a
broad range of insurance and investment products and investment management

and advisory services.

Basis of Presentation. The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires manage-
ment to make estimates and assumptions that affect the amounts reported in
the consolidated financial statements and accompanying notes. Actual results
could differ from those estimates.

The accompanying consolidated financial statements include the accounts of
the Company and its majority-owned and controiled subsidiaries. All significant
intercompany transactions and balances have been eliminated.

Partnerships, joint venture interests and other equity investments in which the
Company does not have a controlling interest, but has significant influence, are
recorded using the equity method of accounting and are included in other
invested assets.

Certain prior year amounts have been reclassified to conform to the current year
presentation.

The following acquisitions were recorded under the purchase method of account-
ing and, accordingly, the operating results have been included in the Company’s
consolidated results of operations from the applicable date of acquisition. Each
purchase price was allocated to the assets acquired and the liabilities assumed
based on estimated fair values, with the excess of the applicable purchase price
over the estimated fair values, if any, recorded as goodwill. These entities or books
of business were generally acquired by the Company in execution of its plan to
acquire businesses that have strategic value, meet its earnings requirements and
advance the growth of its current businesses. The unaudited pro forma revenues,
assuming the transactions had taken place at the beginning of the year of acqui-
sition and the preceding year, for 2001, 2000 and 1999, were approximately
$9,228.6 million, $9,277.2 million and $8,300.4 million, an increase of $119.6
million, $339.9 million and $492.8 million, respectively, from reported balances.
The unaudited pro forma net income for the years ended December 31, 2001,
2000 and 1999, was approximately $622.0 million, $813.7 million and $153.6
million, a change of $3.3 million, $(5.0) million and $0.4 million, respectively, from
reported balances. The unaudited pro forma earnings per share of the Company
for the years ended December 31, 2001, 2000 and 1999, was approximately
$2.02, $2.57 and $0.49, a change of $0.01, $(0.02) and $-, respectively, from
reported balances.

On October 1, 2001, Maritime, a majority owned subsidiary of the Company,
completed its purchase of all of the shares of Royal & Sun Alliance Life
Insurance Company of Canada (RSAF) for an amount of approximately $149.9
million. RSAF’s business includes life insurance, guaranteed interest savings
and retirement products. The net income relating to the acquired operations
included in the Company’s results from the date of acquisition through
December 31, 2001 was $2.4 million.

On April 2, 2001, a subsidiary of the Company, Signature Fruit Company, LLC

(Signature Fruit), purchased certain assets and assumed certain liabilities out of

bankruptcy proceedings of Tri Valley Growers, Inc,, a cooperative association, for
approximately $53.0 million. The net losses related to the acquired operations
included in the Company's results from the date of acquisition through
December 31, 2001 were $3.4 million.

On March 1, 2000, the Company acquired the individual long-term care insur-
ance business of Fortis, Inc. (Fortis) through a coinsurance agreement for
apoproximately $165.0 million. The net income relating to the acquired opera-
tions is included in the Company's resuits from the date of acquisition through
December 31, 2000.

On October 1, 1999, Maritime completed its purchase of Aetna Canada Holdings
Limited (Aetna Canada) for approximately $296 million. The net income relating
to the acquired operations is included in the Company's results from the date of
acquisition through December 31, 1999.

Reorganization and Initial Public Offering. In connection with the Mutual
Company's Plan of Reorganization (the Plan), effective February 1, 2000, the
Mutual Company converted from a mutuat life insurance company to a stock life
insurance company (i.e., demutualized) and became a wholly-owned subsidiary
of John Hancock Financial Services, Inc., which is a holding company. All policy-
holder membership interests in the Mutual Company were extinguished on that
date and eligible policyholders of the Mutual Company received, in the aggre-
gate, 212.8 million shares of common stock, $1,438.7 million of cash and
$43.7 million of policy credits as compensation. in addition, the Company estab-
lished a closed block to fund the guaranteed benefits and dividends of certain par-
ticipating insurance policies. In connection with the Plan, the Mutual Company
changed its name to John Hancock Life Insurance Company (the Life Company).

In addition, on February 1, 2000, the Company completed its initial public offer-
ing (IPO) in which 102.0 million shares of common stock were issued at a price
of $17.00 per share. Net proceeds from the IPO were $1,657.7 million, of which
$105.7 million was retained by the Company and $1,552.0 million was con-
tributed to the Life Company.

Investments. The Company classifies its debt and equity investment securities
into one of three categories: heldto-maturity, available-for-sale or trading. The
Company determines the appropriate classification of debt securities at the time
of purchase and re-evaluates such designation as of each balance sheet date.
Fixed maturity investments include bonds, mortgage-backed securities, and
redeemable preferred stock and are classified as held-to-maturity, available-for-
sale, or trading. Those bonds and mortgage-backed securities that the Company
has the positive intent and ability to hold to maturity are classified as held-to-
maturity and carried at amortized cost. Fixed maturity investments not classified
as held-to-maturity are classified as available-for-sale or trading and are carried
at fair value. Unrealized gains and losses related to available-for-sale securities
are reflected in shareholders’' equity, net of related amortization of deferred
policy acquisition costs, amounts credited to participating pension contracthoid-
ers, amounts credited to the policyholder dividend obligation, and applicable
taxes. The amortized cost of debt securities is adjusted for amortization of pre-
miums and accretion of discounts to maturity. Such amortization is included in
investment income. The amortized cost of fixed maturity investments is adjusted
for impairments in value deemed to be other than temporary, and such adjust-
ments are reported as a component of net realized investment and other gains




(losses). Gains and losses, both realized and unrealized, on fixed maturity secu-
rities classified as trading are included in benefits to policyholders as part of
investment returns related to equity indexed universal life insurance policies
sold at Maritime, otherwise these gains and losses are included in net realized
investment and other gains (losses).

For the mortgage-backed bond portion of the fixed maturity investment portfolio,
the Company recognizes income using a constant effective yield based on antic-
ipated prepayments and the estimated economic life of the securities. When
actual prepayments differ significantly from anticipated prepayments, the effective
yield is recalculated to reflect actual payments to date pius anticipated future
payments, and any resulting adjustment is inciuded in net investment income.

Equity securities include common stock and non-redeemable preferred stock.
Equity securities that have readily determinable fair values are carried at fair
value. For equity securities that the Company has classified as available-for-sale,
unrealized gains and losses are reflected in shareholders’ equity, as described
above for fixed maturity securities. Impairments in value deemed to be other
than temporary are reported as a component of net realized investment and
other gains (losses). Gains and losses, both realized and unrealized, on equity
securities classified as trading are included in benefits to policyholders as part
of investment returns related to equity indexed universal life insurance policies
sold at Maritime, otherwise these gains and losses are included in net realized
investment and other gains (losses).

Mortgage loans on real estate are carried at unpaid principal balances adjusted
for amortization of premium or discount, less allowance for probable losses.
When it is probabie that the Company will be unable to collect all amounts of
principal and interest due according to the contractual terms of the mortgage
loan agreement, the loan is deemed to be impaired and a valuation allowance
for probable losses is established. The valuation allowance is based on the pres-
ent value of the expected future cash flows, discounted at the loan’s original
effective interest rate or on the collateral value of the loan if the loan is collat-
eral dependent. Any change to the valuation allowance for mortgage loans on
real estate is reported as a component of net realized investment and other
gains (losses). Interest received on impaired mortgage loans on real estate is
included in interest income in the period received. If foreclosure becomes prob-
able, the measurement method used is collateral value. Foreclosed real estate
is then recorded at the collateral’s fair vaiue at the date of foreclosure, which
establishes a new cost basis.

Investment real estate, which the Company has the intent to hold for the pro-
duction of income, is carried at depreciated cost, using the straight-line method
of depreciation, less adjustments for impairments in value. In those cases
where it is determined that the carrying amount of investment real estate is not
recoverable, an impairment loss is recognized based on the difference between
the depreciated cost and fair value of the asset. The Company reports impair-
ment losses as part of net realized investment and other gains (losses),

Real estate to be disposed of is carried at the lower of cost or fair value less
costs to sell. Any change to the valuation allowance for real estate to be dis-
posed of is reported as a component of net realized investment and other gains
(losses). The Company does not depreciate real estate to be disposed of.

Policy loans are carried at unpaid principal balances, which approximate fair value.
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Short-term investments are carried at amortized cost, which approximates fair value.

Net realized investment and other gains (losses), other than those related to
separate accounts for which the Company does not bear the investment risk, are
determined on the basis of specific identification and are reported net of related
amortization of deferred policy acquisition costs, amounts credited to partici-
pating pension contractholder accounts, and amounts credited to the policy-
holder dividend obligation.

Derivative Financial Instruments, The Company uses various derivative instru-
ments to hedge and manage its exposure to changes in interest rate levels, for-
eign exchange rates, and equity market prices, and to manage the duration of
assets and liabilities. All derivative instruments are carried on the consolidated
balance sheets at fair value.

In certain cases, the Company uses hedge accounting as allowed by Statement
of Financial Accounting Standards (SFAS) No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” by designating derivative instruments as
either fair value hedges or cash flow hedges. For derivative instruments that are
designated and qualify as fair value hedges, the change in fair value of the deriv-
ative instrument as well as the offsetting change in fair value of the hedged item
are recorded in net realized investment and other gains (losses). Basis adjust-
ments are amortized into income through net realized investment and other
gains (losses). For derivative instruments that are designated and qualify as
cash fiow hedges, the effective portion of the change in fair value of the deriva-
tive instrument is recorded in other comprehensive income, and then reclassi-
fied into income when the hedged item affects income. Hedge effectivehess is
assessed quarterly by a variety of techniques including regression analysis and
cumulative dollar offset. In certain cases, there is no hedge ineffectiveness
because the derivative instrument was constructed such that all the terms of the
derivative exactly match the hedged risk in the hedged item. If a hedge becomes
ineffective, the hedge accounting described above ceases.

In cases where the Company receives or pays a premium as consideration for
entering into a derivative instrument (i.e., interest rate caps and floors, swap-
tions, and equity collars), the premium is amortized into investment income over
the useful life of the derivative instrument. The fair value of such premiums (i.e.,
the inherent ineffectiveness of the derivative) is excluded from the assessment
of hedge effectiveness and is included in net realized investment and other
gains (losses). Changes in fair value of derivatives that are not hedges are
included in net realized investment and other gains (losses).

Cash and Cash Equivalents. Cash and cash equivalents include cash and all
highly liquid debt investments with a remaining maturity of three months or less

when purchased.

Deferred Policy Acquisition Costs. Costs that vary with, and are related primarily
to, the production of new business have been deferred to the extent that they
are deemed recoverable. Such costs include commissions, certain costs of
policy issue and underwriting, and certain agency expenses. For participating tra-
ditional life insurance policies, such costs are being amortized over the life of
the contracts at a constant rate based on the present value of the estimated
gross margin amounts expected to be realized over the lives of the contracts.
Estimated gross margin amounts inciude anticipated premiums and investment
results less claims and administrative expenses, changes in the net level pre-
mium reserve and expected annual policyholder dividends. For universal life
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insurance contracts and investment-type products, such costs are being amor-
tized generally in proportion to the present value of expected gross profits aris-
ing principally from surrender charges and investment results, and mortality and
expense margins. The effects on the amortization of deferred policy acquisition
costs of revisions to estimated gross margins and profits are reflected in earn-
ings in the period such estimated gross margins and profits are revised. For non-
participating term life and long-term care insurance products, such costs are
being amortized over the premium-paying period of the related policies using
assumptions consistent with those used in computing policy benefit reserves.
Amortization of deferred policy acquisition costs was $280.4 million, $232.7
million and $217.3 million in 2001, 2000 and 1999, respectively.

Amortization of deferred policy acquisition costs is allocated to: (1) net realized
investment and other gains (losses) for those products in which such gains
(losses) have a direct impact on the amortization of deferred policy acquisition
costs; (2) unrealized investment gains and losses, net of tax, to provide for the
effect on the deferred policy acquisition cost asset that would result from the
realization of unrealized gains and losses on assets backing participating tradi-
tional life insurance and universal life and investment-type contracts; and (3) a
separate component of benefits and expenses to reflect amortization related to
the gross margins or profits, excluding realized gains and losses, relating to poli-
cies and contracts in force.

Net realized investment and other gains (losses) related to certain products have
a direct impact on the amortization of deferred policy acquisition costs as such
gains and losses affect the amount and timing of profit emergence. Accordingly,
to the extent that such amortization results from net realized investment and
other gains (losses), management believes that presenting realized investment
gains and losses net of related amortization of deferred policy acquisition costs
provides information useful in evaluating the operating performance of the
Company. This presentation may not be comparable to presentations made by
other insurers.

Reinsurance. The Company utilizes reinsurance agreements to provide for greater
diversification of business, allowing management to control exposure to poten-
tial losses arising from large risks and provide additional capacity for growth.

Assets and liabilities related to reinsurance ceded contracts are reported on a
gross basis. The accompanying statements of income reflect premiums, benefits
and settlement expenses net of reinsurance ceded. Reinsurance premiums, com-
missions, expense reimbursements, benefits and reserves related to reinsured
business are accounted for on bases consistent with those used in accounting for
the original policies issued and the terms of the reinsurance contracts. The
Company remains liable to its policyholders to the extent that counterparties to
reinsurance ceded contracts do not meet their contractual obligations.

Goodwill and Vaiue of Business Acquired. The excess of cost over the fair value
of the net assets of businesses acquired (goodwill) was $280.0 million and
$228.6 million at December 31, 2001 and 2000, respectively, and is included
in other assets in the consolidated balance sheets. Goodwill relating to acquisi-
tions completed before July 1, 2001 is amortized on systematic bases over peri-
ods not exceeding 40 years, which correspond with the benefits estimated to be
derived from the acquisitions. Accumulated amortization was $72.9 million and
$63.6 million at December 31, 2001 and 2000, respectively. Amortization
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expense included in other operating costs and expenses was $16.4 million,
$20.3 million, and $9.7 million, in 2001, 2000 and 1999, respectively. In accor-
dance with SFAS No. 141, “Business Combinations,” goodwill of $77.6 million
relating to the RSAF acquisition was not amortized in the year ended December
31, 2001. The Company reevaluates the recoverability of recorded goodwill
based on the undiscounted cash flows of the related business whenever signif-
icant events or changes indicate an impairment might exist. If the undiscounted
cash flows do not support the amount recorded, an impairment is recognized by
a charge to current operations to reduce the carrying value of the goodwill based
on the expected discounted cash flows of the related business.

The Company records an asset representing the present value of estimated
future profits of insurance policies inforce related to the businesses acquired.
This asset is recorded as the value of business acquired (VOBA) and amounted to
$390.7 million and $340.0 mitlion at December 31, 2001 and 2000, respectively,
and is included in other assets in the consolidated balance sheets. VOBA is amor-
tized in proportion to the present value of expected gross profits. Amortization
expense included in other operating costs and expenses was $(2.9) million,
$4.9 million and $1.3 million in 2001, 2000 and 1999 respectively.

Separate Accounts. Separate accounts assets and liabilities reported in the
accompanying consolidated balance sheets represent funds that are adminis-
tered and invested by the Company to meet specific investment objectives of the
contractholders. Net investment income and net realized investment and other
gains (losses) generally accrue directly to such contractholders who bear the
investment risk, subject in some cases to minimum guaranteed rates. The
assets of each separate account are legally segregated and are not subject to
claims that arise out of any other business of the Company. Separate account
assets are reported at fair value. Deposits, net investment income and net real-
ized investment and other gains (losses) of separate accounts are not included
in the revenues of the Company. Fees charged to contractholders, principally
mortality, policy administration and surrender charges, are included in universal
life and investment-type product charges.

Future Policy Benefits and Policyholders’ Funds. Future policy benefits for par-
ticipating traditional life insurance policies are based on the net level premium
method. This net level premium reserve is calculated using the guaranteed mor-
tality and dividend fund interest rates, which range from 2.5% to 8.0%. The lia-
bility for annual dividends represents the accrual of annual dividends earned.
Settlement dividends are accrued in proportion to gross margins over the life of

" the contract.

For non-participating traditional life insurance policies, future policy benefits are
estimated using a net level premium method on the basis of actuarial assump-
tions as to mortality, persistency, interest and expenses established at policy
issue. Assumptions established at policy issue as to mortality and persistency
are based on the Company's experience, which, together with interest and
expense assumptions, include a margin for adverse deviation. Benefit liabilities
for annuities during the accumuiation period are equal to accumulated contrac-
tholders’ fund balances and after annuitization are equal to the present value of

expected future payments. Interest rates used in establishing such liabilities
range from 2.5% to 8.0% for life insurance liabilities, from 2.0% to 14.2% for indi-
vidual annuity liabilities and from 2.0% to 11.3% for group annuity liabilities.
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Future policy benefits for long-term care insurance policies are based on the net
level premium method. Assumptions established at policy issue as to mortality,
morbidity, persistency, interest and expenses, which include a margin for adverse
deviation, are based on estimates developed by management. Interest rates
used in establishing such liabilities range from 6.0% to 8.5%.

Liabilities for unpaid claims and claim expenses include estimates of payments
to be made on reported individual and group life, long-term care, and group acci-
dent and health insurance claims and estimates of incurred but not reported
claims based on historical claims development patterns.

Estimates of future policy benefit reserves, claim reserves and expenses are
reviewed continually and adjusted as necessary; such adjustments are refiected
in current earnings. Although considerable variability is inherent in such esti-
mates, management believes that future policy benefit reserves and unpaid
claims and claims expense reserves are adequate.

Policyholders’ funds for universal life and investmenttype products, including
guaranteed investment contracts and funding agreements, are equal to the pol-
icyholder account values before surrender charges. Policy benefits that are
charged to expense include benefit claims incurred in the period in excess of
related policy account balances and interest credited to policyholders’ account
balances. Interest crediting rates range from 3.0% to 9.0% for universal life prod-
ucts and from 2.0% to 14.7% for investment-type products.

Major components of policyholder funds in the consoclidated statements of
financial position, are summarized as follows:

As of December 31, 2001 2000

(in millions)

Liabilities for policyholder funds

Guaranteed investment contracts $ 6,5835 $ 7,985.5

U.S. funding agreements 67.1 80.9
Global funding agreements
backing medium-term notes 9,490.4 6,266.3
Other investment-type contracts 2,247.7 2,341.8
Total liabilities for investment type contracts 18,388.7 16,674.5
Liabilities for individual annuities 56.6 62.2
Universal fife and other reserves 2,317.5 2,045.6

Total liabilities for policyholder funds $ 20,762.8 $ 18,782.3

The Company is authorized to issue up to $15.0 billion in giobal funding agree-
ments under two distribution programs, and through December 31, 2001, we have
$9.5 billion outstanding. Global funding agreements are investment products
which require the Company to pay a stated rate of interest on the principal amount
and to repay the principal at maturity. These agreements may not be terminated
prior to maturity by the Company or the contractholder. Claims for principa!l and
interest under these global funding agreements are afforded equal priority to
claims of life insurance and annuity policyholders under the insolvency provisions
of Massachusetts Insurance Laws. Under the Company's programs, the global
funding agreements are issued to special purpose entities. The special purpose
entities fund the purchase of the global funding agreement through the issuance
of medium-term notes to investors. These notes are non-recourse to the Company.

If the medium-term notes issued by the special purpose entity are denominated
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in a foreign currency, the Company also enters into a currency swap with the spe-
cial purpose entity. Similarly, the Company may enter into an interest rate swap
with the special purpose entity to match the interest rate characteristics of the
global funding agreement to those of the medium term note. As a result, the pay-
ment terms of any particular series of notes issued by the special purpose entity
correspond to the payment terms of the global funding agreement and swap
agreement(s), if any, that secure that series.

Under the first program, established in May 1998 for $2.5 billion, expanded to
$7.5 billion in 1999, an affiliated offshore special purpose entity issued
medium-term notes in Europe, Asia and Australia. Through December 31, 2001,
there is $3.9 billion outstanding under this program. This special purpose entity
is consolidated in the Company’s financial statements. The medium-term notes
issued by this special purpose entity are reported with global funding agree-
ments in the Company’s consolidated balance sheet.

Under the second program, established in June 2000, for $5.0 billion, expanded
to $7.5 billion in 2001, the unaffiliated special purpose entity issued medium-
term notes in Europe, Asia, and to institutional investors in the United States.
Through December 31, 2001, there is $5.6 billion outstanding under this pro-
gram. Although this special purpose entity is not consolidated in the Company’s
financial statements, the funding agreements backing the related medium-term
notes are inciuded in policyhoiders’ funds in the Company’s consolidated
balance sheets.

At December 31, 2001, the annual contractual maturities of global funding
agreements on notes issued under both programs were as follows: 2002 - $236.6
million; 2003 - $1,227.8 million; 2004 - $1,227.6 million; 2005 - $1,246.3
million; 2006 - $2,047.9 million; 2007 and thereafter - $3,504.2 million.

Participating Insurance, Participating business represents approximately 76.6%,
86.3%, and 88.1% of the Company's life insurance in force, 98.1%, 97.9%, and
98.3% of the number of life insurance policies in force, and 92.1%, 99.6%, and
97.4%, of life insurance premiums in 2001, 2000 and 1999, respectively.

The portion of earnings allocated to participating pension contractholders and
closed block policyholders that cannot be expected to inure to the Company is
excluded from net income and shareholders’ equity.

The amount of policyholders' dividends to be paid is approved annually by the
Life Company’s Board of Directors. The determination of the amount of policy-
holder dividends is complex and varies by policy type. In general, the aggregate
amount of policyholders’ dividends is related to actual interest, mortality, mor-
bidity, persistency and expense experience for the year and is also based on
management's judgment as to the appropriate level of statutory surplus to be
retained by the Life Company. For policies included in the closed block, expense
experience is not inctuded in determining policyholders’ dividends.

Revenue Recognition. Premiums from participating and non-participating tradi-
tional life insurance and annuity policies with life contingencies are recognized
as income when due.

Premiums from universal life and investmenttype contracts are reported as
deposits to policyholders’ account balances. Revenues from these contracts con-
sist of amounts assessed during the period against policyholders’ account bal-
ances for mortality charges, policy administration charges and surrender charges.
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Premiums for contracts with a single premium or a limited number of premium
payments, due over a significantly shorter period than the total period over which
benefits are provided, are recorded in income when due. The portion of such pre-
mium that is not required to provide for all benefits and expenses is deferred
and recognized in income in a constant relationship to insurance in force or, for
annuities, the amount of expected future benefit payments.

Premiums from long-term care insurance contracts are recognized as income
when due. Premiums from group life and heaith insurance contracts are recog-
nized as income over the period to which the premiums relate in proportion to
the amount of insurance protection provided.

Investment advisory, transfer agent, distribution and service fees are recog-
nized as revenues when services are performed. Commissions related to secu-
rity transactions and related expenses are recognized as income on the trade
date. Contingent deferred selling charge commissions are recognized as
income in the year received. Selling commissions paid to the selling
broker/dealer for sales of mutual funds that do not have a front-end sales
charge are deferred and amortized on a straight-line basis over periods not
exceeding six years. This is the approximate period of time expected to be ben-
efited and during which fees earned pursuant to Rule 12b-1 distribution plans
are received from the funds and contingent deferred sales charges are
received from shareholders of the funds.

Federal Income Taxes. The provision for federal income taxes includes amounts
currently payable or recoverable and deferred income taxes, computed under the
liability method, resuiting from temporary differences between the tax basis and
book basis of assets and liabilities. A valuation allowance is established for
deferred tax assets when it is more likely than not that an amount will not be
realized. Foreign subsidiaries and U.S. subsidiaries operating outside of the
United States are taxed under applicable foreign statutory rates.

Foreign Currency Translation. The assets and liabilities of operations in foreign
currencies are transtated into United States dollars at current exchange rates.
Revenues and expenses are translated at average rates during the year. The
resulting net translation adjustments for each year are accumulated and
inciuded in shareholders’ equity. Gains or losses on foreign currency transac-
tions are refiected in earnings.

Severance. As part of the Company’s ongoing Competitive Position Project, the
Company has initiated a restructuring plan to reduce costs and increase future
operating efficiency by consolidating portions of its operations. The plan con-
sists primarily of reducing staff in the home office and terminating certain oper-
ations outside the home office.

In connection with the restructuring plan, approximately 924 employees have been
or will be terminated. These employees are or have been associated with opera-
tions in the Boston office and outside the home office. As of December 31, 2001
and December 31, 2000, the liability for employee termination costs, included in
other liabilities was $18.8 million and $20.6 million, respectively. Employee ter-

mination costs, included in other operating costs and expenses, were $42.7 mil-
lion, $18.8 million and $26.3 million for the years ended December 31, 2001,
2000, and 1999, respectively. Of the total number of employees affected,
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approximately 907 employees were terminated as of December 31, 2001,
having received benefit payments of approximately $70.5 million.

On January 7, 2002, as part of its ongoing expense reduction program, the
Company eliminated an additional 160 jobs. During the first quarter of 2002,
affected employees will receive severance benefits and outplacement services
of approximately $5.7 million.

Earnings Per Share. Basic earnings per share is computed by dividing income
available to common shareholders by the weighted-average number of common
shares outstanding for the period excluding the dilutive effects of options, war-
rants or convertible securities. Diluted earnings per share reflects the potential
dilution that could occur if dilutive securities, such as options and non-vested
stock grants, were exercised or converted into common stock or resulted in the
issuance of common stock that then shared in the earnings of the Company.

Cumulative Effect of Accounting Changes. During the first quarter of 2001, the
Company changed the method of accounting for the recognition of deferred gains
and losses considered in the calculation of the annual expense for its employee
pension plan under SFAS No. 87, “Employers’ Accounting for Pensions,” and for
its postretirement health and welfare plans under SFAS No. 108, “Employers’
Accounting for Postretirement Benefits Other Than Pensions.” The Company
changed the method of recognizing gains and losses from deferral within & 10%
corridor and amortization of gains outside this corridor over the future working
careers of the participants to deferral within a 5% corridor and amostization of
gains and losses outside this corridor over the future working careers of the par-
ticipants. The new method is preferable because in the Company's situation, it
produces results that more closely match current economic realities of the
Company’s retirement and welfare plans through the use of the current fair
values of assets white still mitigating the impact of extreme gains and losses.
As a result, on January 1, 2001, the Company recorded a credit of $18.6 mil-
lion (net of tax of $9.9 million), related to its employee benefit pension plans,
and a credit of $4.7 million {net of tax of $2.6 million), related to its postre-
tirement heatth and welfare plans. The total credit recorded as a cumulative
effect of an accounting change was $23.3 million (net of tax of $12.5 million),
or $0.07 of diluted earnings per share for the year ended December 31, 2001.
This change in accounting increased net income for the year ended December
31, 2001 by $4.4 million. The unaudited pro forma results for the years ended
December 31, 2000 and 1999, assuming this change in accounting had taken
place as of the beginning of 2000 and 1999, would not be materially different
from the reported resuits.

On January 1, 2001, the Company adopted SFAS No. 133, as amended by
SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain
Hedging Activities, an amendment of FASB Statement 133.” The adoption of
SFAS No. 133, as amended, resulted in a charge 1o operations accounted for
as a cumulative effect of accounting change of $16.1 million (net of tax of $8.3
million) as of January 1, 20041. In addition, as of January 1, 2001, a $227.6
million {net of tax of $122.6 million) cumulative effect of accounting change
was recorded in other comprehensive income for (1) the transition adjustment
in the adoption of SFAS No. 133, as amended, an increase of $40.5 million
(net of tax of $21.8 miltion), and (2) the reclassification of $12.1 billion in
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securities from the held-to-maturity category to the available-for-sale category,
an increase of $187.1 million (net of tax of $100.8 million).

In April 1998, the American Institute of Certified Public Accountants (AICPA)
issued Statement of Position (SOP) 98-5, “Reporting the Costs of Start-Up
Activities.” The SQOP, which was adopted by the Company on January 1, 1999,
required that start-up costs capitalized prior to January 1, 1999 be written off
immediately and any start-up costs incurred on or after January 1, 1999 be
expensed as incurred. The adoption of SOP 98-5 resulted in a charge to opera-
tions of $9.7 million (net of tax of $5.9 million) and was accounted for as a
cumulative effect of an accounting change.

Recent Accounting Pronouncements. In September 2001, the Financial
Accounting Standards Board (FASB) Emerging Issues Task Force reached a con-
sensus on Issue 01-10, “Accounting for the Impact of the Terrorist Attacks of
September 11, 2001." Issue 01-10 presents guidance relative to accounting for
and financial reporting of the events of September 11, 2001 (the Events),
including both how and when to measure, record and report losses and any
resulting liabilities which are directly attributable to the Events. Based on a com-
prehensive review of the Company’s operations, the Company believes that the
Events had no material financial impact on the Company’s resuits of operations

or financial position.

in June 2001, the FASB issued SFAS No. 141, “Business Combinations.” SFAS
No. 141 requires that all business combinations be accounted for under a single
methad, the purchase method. Use of the pooling-ofiinterests method is no
longer permitted. SFAS No. 141 also clarifies the criteria to recognize intangible
assets separately from goodwill, and prohibits the amortization of goodwill relat-
ing to acquisitions completed after July 1, 2001. SFAS No. 141 js effective for
business combinations initiated after June 30, 2001. As discussed above, on
October 1, 2001, the Company acquired RSAF. This transaction resulted in the
recognition of goodwill of $77.6 million on October 1, 2001, In accordance with
SFAS No. 141, the Company does not amortize this portion of its goodwill. If the
Company had not adopted SFAS No. 141, the Company would have incurred addi-
tional amortization expense relating to the RSAF goodwill of approximately $1.0
million for the year ended December 31, 2001.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other intangible
Assets.” SFAS No. 142 requires that goodwill and other intangible assets
deemed to have indefinite lives no longer be amortized to earnings, but instead
be reviewed at ieast annually for impairment. Intangible assets with definite lives
will continue to be amortized over their useful lives. SFAS No. 142 will be effec-
tive January 1, 2002. The Company estimates that adoption of SFAS No. 142 on
January 1, 2002, and the cessation of amortization of previously amortizable
goodwill, will resuit in an increase in net income of $12.8 million (net of tax of
$3.4 million) for the year ending December 31, 2002. During early 2002, the
Company will perform initial impairment tests of goodwill as of January 1, 2002
based on the guidance in SFAS No. 142. The Company plans on evaluating the
goodwill of each reporting unit for impairment using valuations of reporting units
based on earnings and book value muitiples and by reference to similar multiples
of publicly traded peers. Any goodwill impairments resulting from these initial

impairment tests would be recorded as the cumulative effect of a change in
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accounting principle. The Company has conducted preliminary impairment tests
which resulted in no impairment of goodwill. The Company does not expect the
impact of the impairment tests required under SFAS No. 142 to have a material
impact on its results of operations, earnings or financia! position.

In January 2001, the FASB’s Emerging Issues Task Force (EITF) reached a con-
sensus on lssue No. 99-20, “Recognition of Interest Income and Impairment on
Purchased and Retained Beneficial Interests in Securitized Financial Assets.”
Issue 99-20 requires investors in certain asset-backed securities to record
changes in their estimated yield on a prospective basis and specifies evaluation
methods with which to evaluate these securities for an otherthan-temporary
decline in value. The adoption of EITF 99-20 did not have a material financial
impact on the Company’s results of operations or financial position.

In December 2000, the AICPA issued SOP 00-3, “Accounting by Insurance
Enterprises for Demutuglizations and Formations of Mutual Insurance Holding
Companies and Certain Long-Duration Participating Contracts.” The SOP which
was adopted with respect to accounting for demutualization expenses by the
Company on December 31, 2000, requires that demutualization related
expenses be classified as a single line item within income from continuing oper-
ations and should not be classified as an extrgordinary item. The adoption of
SOP 00-3 resulted in the reclassification of demutualization expenses previously
recorded as an extraordinary item in 1999 of $93.6 million (net of tax of $2.6
million). On October 1, 2001, the Company adopted the remaining provisions of
SOP 00-3 which required the reclassification of $9,710.0 million and $12,035.9
million of closed block assets and liabilities, respectively at December 31, 2000,
and $1,467.7 million and $1,343.6 million of closed block revenues, and bene-
fits and expenses, respectively, for the period from February 1, 2000 (date of
demutualization) to December 31, 2000, all of which were reclassified to other
existing asset, liability, revenue, and benefit and expense accounts. The required
implementation of SOP 00-3 also resulted in a reduction of net income of $20.2
million (net of tax of $6.6 million), or $0.06 diluted earnings per common share,
for the period from February 1, 2000 to December 31, 2000 and $3.4 million
(net of tax of $1.8 million), or $0.01 dituted earnings per common share, for the
nine months ended September 30, 2001. Finaily, adoption also resulted in the
recognition of a policyholder dividend obligation of $77.0 million at December
31, 2000, which represents cumulative actual closed block earnings in excess
of expected periodic amounts calculated at the date of the demutualization. See
Note 5 for a summary description of the closed block assets, liabilities, revenues

and expenses.

In September 2000, the FASB issued SFAS No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities,” which
replaced SFAS No. 125, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” SFAS No. 140 provides new account-
ing and reporting standards which are based on consistent application of a
financial components approach that focuses on control. Under this approach,
after a transfer of financial assets, the Company recognizes the financial and
servicing assets it controls and the liabilities it has incurred, derecognizes finan-
cial assets when control has been surrendered, and derecognizes liabilities
when extinguished. SFAS No. 140 provides consistent standards for distin-
guishing transfers of financial assets that are sales from transfers that are
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secured borrowings. SFAS No. 140 is effective for transfers and servicing of
financial assets and extinguishments of liabilities occurring after March 31,
2001. The adoption of SFAS No. 140 did not have @ material impact on the
Company’'s results of operations or financial position.

Accounting Principles Board Opinian (APB) No. 25, “Accounting for Stock Issued
to Employees,” provides guidance on how to account for the issuance of stock
and stock options to employees. The Company adopted APB No. 25 upon its
demutualization and IPO effective February 1, 2000. Compensation cost for
stock options, if any, is measured as the excess of the quoted market price of
the Company's stock at the date of grant over the amount an employee must
pay to acquire the stock. Compensation cost is recognized over the requisite
vesting periods based on market value on the date of grant. APB No. 25 was
amended by SFAS No. 123, “Accounting for Stock-Based Compensation,” to
require pro forma disclosures of net income and earnings per share as if a “fair
value” based method was used. On March 31, 2000, the FASB issued
Interpretation No. 44, “Accounting for Certain Transactions Involving Stock
Compensation, an interpretation of APB No. 25.” The Interpretation clarifies
guidance for certain issues that arose in the application of APB No. 25. The
Company was required to adopt the Interpretation on July 1, 2000.
interpretation No. 44 did not have a material impact on the Company’s results
of operations or financial position.

in December 1999, the Securities and Exchange Commission (SEC) issued Staff
Accounting Bulletin (SAB) 101, “Revenue Recognition in Financial Statements.”
SAB 101 clarifies the SEC staff's views on applying generally accepted account-
ing principles to revenue recognition in financial statements. In March 2000, the
SEC issued an amendment, SAB 101A, which deferred the effective date of SAB
101. In June 2000, the SEC issued a second amendment, SAB 101B, which
deferred the effective date of SAB 101 to no later than the fourth fiscal quarter
of fiscal years beginning after December 15, 1999. The Company adopted SAB
101 in the fourth quarter of fiscal 2000. The adoption of SAB 101 did not have
a material impact on the Company’s results of operations or financial position.

Codification. In March 1998, the National Association of Insurance
Commissioners (NAIC) adopted codified statutory accounting principles
(Codification) effective January 1, 2001. Codification changes prescribed statu-
tory accounting practices and resulted in changes to the accounting practices
that the Company and its domestic life insurance subsidiaries use to prepare
their statutory-basis financial statements. The states of domicile of the
Company and its domestic life insurance subsidiaries have adopted Codification
as the prescribed basis of accounting on which domestic insurers must report
their statutory-basis results effective January 1, 2001. The cumulative effect of
changes in accounting principles adopted to conform to the requirements of
Codification is reported as an adjustment to surplus in the statutory-basis finan-

- cial statements as of January 1, 2001. Implementation of Codification did not

have a material impact on the Company’s domestic life insurance subsidiaries’
statutory-basis capital and surplus, and these companies remain in compliance
with all regulatory and contractual obligations.

Related Party Transactions. Certain directors of the Company are members or
directors of other entities that periodically perform services for or have other
transactions with the Company. Such transactions are either subject to bidding

procedures or are otherwise entered into on terms comparable to those that
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would be available to unrelated third parties and are not material to the
Company's results of operations or financial condition.

The Company provides certain administrative and asset management services
to its pension plans and employee welfare trust {the plan(s)). Fees paid to the
Company for those services were $8.4 million, $6.4 million and $6.5 million
during the years ended December 31, 2001, 2000 and 1999, respectively. The
increase in fees in 2001 is due to a change in legal structure of certain plan
asset accounts from general account in nature, to separate account. The change
in structure transferred responsibility for management fees on these assets
from the Company to the plans.

Note 2 - Investments
The following information summarizes the components of net investment income
and net realized investment and other gains {losses):

For the Years Ended December 31, 2001 2000 1989

(in millions)

Net investment income

Fixed maturities $ 2,8008 $ 26246 $ 25007

Equity securities ) 49,1 52.5 62.6
Mortgage loans on real estate 869.8 886.7 831.7
Real estate 76.4 97.1 158.4
Policy loans 123.9 118.6 109.8
Short-term investments 72.6 166.5 92.6
Other 110.7 186.3 115.4

Gross investment income 4,193.3 41323 3,871.2
Less investment expenses 248.4 267.5 347.1

$ 39449 $ 38648 $ 35241

Net investment income

Net realized investment and other gains (losses), net of related amortization of
deferred policy acquisition costs, amounts credited to the policyholder dividend
obligation and amounts credited to participating pension contractholders

(352.1) $ (1384) § (34.6)
Equity securities 200.6 204.7 113.5

Fixed maturities $

Mortgage loans on real estate and

real estate to be disposed of (59.7) (10.4) 143.5

Derivatives and other invested assets (39.0) 44.5 38.5

Amortization adjustment for
deferred policy acquisition costs 26.4 9.3 (50.5)

Amounts credited to
participating pension contractholders (42.3) (6.9) (35.3)

Amounts credited to the
policyholder dividend obligation 17.0 (14.1) -

Net realized investment and
other gains (losses), net of
related amortization of deferred
policy acquisition costs, amounts
credited to the policyholder
dividend obligation and amounts
credited to participating pension
contractholders $

(249.1) $ 88.7 $ 175.1
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Gross gains of $358.8 million in 2001, $308.7 million in 2000, and $192.3 million in 1999, and gross losses of $129.4 million in 2001, $124.3 million in 2000,

$176.9 million in 1999, were realized on the sale of available-for-sale securities.

The Company’s investments in held-to-maturity securities and available-for-sale securities are summarized below:

Gross Gross

Amartized Unreallzed Unreatized Fair
As of December 31, 2001 Cost Gaing Losses Value
(in millions)
Held-to-Maturity:
Corporate securities $ 1,080.4 $ 283 § 158 $ 1,0929
Mortgage-backed securities 844.9 14.5 43.0 816.4
Obligations of states and political subdivisions 4.7 0.1 - 4.8
Fixed maturities held-to-maturity total $ 19300 % 429 $ 588 $ 19141
Available-for-Sale:
Corporate securities $ 31,2341 $ 13003 $ 1,0028% 315316
Mortgage-backed securities 5,450.4 130.5 98.9 5,482.0
Obligations of states and political subdivisions 111.7 5.4 0.2 116.9
Debt securities issued by foreign governments 1,643.2 98.6 11.9 1,729.9
U.S. Treasury securities and obligations of U.S. government corporations and agencies 302.6 3.8 6.5 299.9
Fixed maturities available-for-sale total 38,742.0 1,538.6 1,120.3 39,160.3
Equity securities 752.3 187.4 52.9 886.8
Total fixed maturities and equity securities availabie-for-sale $ 39,4943 $ 1,726.0 $ 1,1732 $ 40,0471
As of December 31, 2000
(in millions)
Held-to-Maturity:
Corporate securities $ 12,8481 $ 553.8 $ 699.1 $ 12,702.8
Mortgage-backed securities 1,202.5 11.5 53.0 1,161.0
Obligations of states and political subdivisions 102.3 3.1 Q0.9 104.5
Debt securities issued by foreign governments 5.6 4.7 - 10.3
Fixed maturities held-to-maturity total $ 14,1585 $ 5731 $ 753.0 $ 13,978.6
Available-for-Sale:
Corporate securities $ 12,3143 $ 5290 $ 497.9 $ 12,3454
Mortgage-backed securities 4,218.1 96.9 33.7 4,281.3
Obligations of states and political subdivisions 36.1 21 - 38.2
Debt securities issued by foreign governments 1,439.3 119.0 14.1 1,544.2
U.S. Treasury securities and obligations of U.S. government corporations and agencies 200.6 5.5 0.3 205.8
Fixed maturities available-for-sale total 18,208.4 752.5 546.0 18,414.9
Equity securities 875.9 362.3 97.5 1,140.7
Total fixed maturities and equity securities available-for-sale $ 19,0843 $ 1,1148 $ 643.5 $ 19,555.6
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The amortized cost and fair value of fixed maturities at December 31, 2001, by
contractual maturity, are shown below:

Amortized Cost Fair Vatue

{in millions)

Held-to-Maturity:
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all amounts due according to the contractual terms of the loan agreement. The
allowance for losses is maintained at a level believed adeguate by management
to absorb estimated probable credit losses that exist at the balance sheet date.
Management’s periodic evaluation of the adequacy of the allowance for losses is
based on the Company’s past loan loss experience, known and inherent risks in
the portfolio, adverse situations that may affect the borrower’s ability to repay

Due in one year or less $ 639 $ 68.5 (including the timing of future payments), the estimated value of the underlying
Due after one year through five years 16.4 23.2 collateral, composition of the loan portfolio, current economic conditions and
Due after five years through ten years 72.2 69.8 other relevant factors. This evaluation is inherently subjective as it requires esti-
Due after ten years 932.6 936.2 mating the amounts and timing of future cash flows expected to be received on
1,085.1 1,097.7 impaired ioans that may be susceptible to significant change.
Mortgage-backed securities 8449 816.4 Changes in the allowance for probable losses on mortgage loans on real estate
Total $ 19300 § 19141 and real estate to be disposed of are summarized below.
Available-for-Sale:
Due in one year or less $ 19656 $ 2,014.8 Beg‘m::c:e: aditions Deductions ;:'?:e::
Due after one year through five years 10,347.5 10,565.8 (in millions)
Due after five years through ten years 11,381.5 11,422.3 Year ended December 31, 2001
Due after ten years 9,597.0 9,675.4 Mortgage loans
332916 33,6783 onreal estate  $ 836 $ 378 § 7.7 $ 1137
Mortgage-backed securities 5,450.4 5,482.0 Real estate to
Total $ 38,742.0 $ 39,160.3 be disposed of 43.5 46.0 5.9 83.6
Totat $ 1271 $ 838 §$ 136 $ 1973
Expected maturities may differ from contractual maturities because eligible bor-
rowers may exercise their right to call or prepay obligations with or without call Year ended December 31, 2000
or prepayment penalties. Mortgage loans
on real estate  $ 1104 % 54 % 322 % 83.6

The sale of fixed maturities held-to-maturity relate to certain securities with
amortized cost of $24.3 million for the year ended December 31, 1999, which
were sold due to a significant decline in the issuers’ credit quality or as part of
the sale of the property and casualty operations in 1899. The related net real-
ized investment and other gains on the sales were $0.9 million in 1999.

The change in net unrealized gains (losses) on trading securities that has been
included in earnings during 2001, 2000 and 1999 amounted to ($23.4) million,
$7.9 million, and $15.4 million, respectively.

The Company participates in a security Iending program for the purpose of
enhancing income on securities held. At December 31, 2001 and 2000, $775.4
million and $88.6 million, respectively, of the Company’s securities, at market
value, were on loan to various brokers/dealers, and were fully collateralized by
cash and highly liquid securities. The market value of the loaned securities is
monitored on a daily basis, and the collateral is maintained at a level of at least
102.0% of the loaned securities’ market value.

For 2001, 2000 and 1999, investment resuits passed through to participating
pension contractholders as interest credited to policyholders’ account balances
amounted to $170.5 million, $172.7 million, and $170.8 million, respectively.

Mortgage loans on real estate are evaluated periodically as part of the Company’s
loan review procedures and are considered impaired when, based on current

information and events, it is probable that the Company will be unable to collect

Real estate to
be disposed of 58.1 17.1 31.7 43.5

Total $ 1685 $ 225 § 639 $ 1271
Year ended December 31, 1999
Mortgage loans

on real estate  $ 111.0 $ 39.8 % 404 $ 1104
Real estate to

be disposed of 112.0 22.5 76.4 58.1
Total $ 2230 % 623 $ 1168 $ 168.5

At December 31, 2001 and 2000, the total recorded investment in mortgage
loans that are considered to be impaired under SFAS No. 114, “Accounting by
Creditors for Impairment of a Loan,” along with the related provision for losses
were as follows:

Years Ended December 31, 2001 2000

(in millions)

Impaired mortgage loans on

real estate with provision for losses $ 105.4 $ 57.6
(43.5) (16.8)

61.9 $ 40.8

Provision for losses

Net impaired mortgage loans on real estate $
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The average recorded investment in impaired loans and the interest income rec-
ognized on impaired loans were as follows:

Years Ended December 31, 2001 2000 1999

(in millions)

Average recorded

investment in impaired loans $ 815 $ 1024 $ 137.9
Interest income
recognized on impaired loans 8.4 2.9 4.9

The payment terms of mortgage loans on real estate may be restructured or
modified from time to time. Generally, the terms of the restructured mortgage
loans call for the Company to receive some form or combination of an equity par-
ticipation in the underlying collateral, excess cash flows or an effective yield at
the maturity of the loans sufficient to meet the original terms of the loans.

Restructured commercial mortgage loans aggregated $56.0 million and $68.3
million as of December 31, 2001 and 2000, respectively. The expected gross
interest income that would have been recorded had the loans been current in
accordance with the original loan agreements and the actual interest income
recorded were as follows:

Years Ended December 31, 2001 2000 1999
(in millions)
Expected $ 50 $ 58 % 12.0

Actual 3.8 5.2 7.9

At December 31, 2001, the mortgage portfolio was diversified by geographic
region and specific collateral property type as displayed below:

Carrying Geographic Carrying
Property Type Amount  Concentration Arnount
(in millions)
Apartments $ 2,320.1 East North Central $ 1,0725
Hotels 467.2 East South Central 490.6
Industrial 967.8 Middle Atlantic 1,490.4
Office buildings 2,768.5 Mountain 417.4
Retail 1,631.5 New England 891.1
Multi-Family 60.8 Pacific 1,823.6
Mixed Use 108.0 South Atlantic 2,097.5
Agricultural 2,529.5 West North Central 385.1
Other 253.5 West South Central 907.0
Canada/Other 1,531.7
Allowance for losses (113.7) Allowance for losses (113.7)
Total $ 10,993.2 Total $ 10,993.2

Mortgage loans with outstanding principal balances of $25.2 million, bonds with
amortized cost of $393.1 million and real estate with a carrying value of $1.0

miltion were non-income producing for the year ended December 31, 2001.
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The Company sold $592.1 million, $359.2 million, and $72.0 million of com-
mercial mortgage loans in securitization transactions in 2001, 2000 and 1999,
respectively, for which it received net proceeds of $546.1 million, $362.2 million
and $175.5 million, in 2001, 2000 and 1999, respectively. During 2001, 2000
and 1999, the Company recognized pre-tax gains of $3.2 mittion, $3.2 million
and $3.5 million, respectively, related to these transactions.

As a result of these securitizations, the Company retained mortgage servicing
responsibilities which were recorded as servicing assets. These servicing
assets were valued at $6.4 million, and $6.7 million at December 31, 2001 and
2000, respectively.

Depreciation expense on investment real estate was $6.0 miltion, $9.5 million, and
$8.14 million in 2001, 2000, and 1999, respectively. Accumulated depreciation was
$70.5 million and $66.2 million at December 31, 2001 and 2000, respectively.

investments in other assets, which include unconsolidated joint ventures, partner-
ships, and limited liability corporations, accounted for by using the equity method
of accounting totaled $1,062.1 million and $826.5 million at December 31, 2001
and 2000, respectively. Total combined assets of such investments were
$12,541.6 million and $5,040.1 million (consisting primarily of investments), and
total combined liabilities were $1,208.6 million and $823.3 million (including
$580.0 million and $354.0 million of notes payable) at December 31, 2001 and
2000, respectively. Total combined revenues and expenses of these investments
in 2001 were $942.5 million and $645.2 million, respectively, resulting in $297.3
million of total combined income from operations. Total combined revenues and
expenses were $508.0 million and $172.7 million, respectively, resulting in
$335.3 million of total combined income from operations in 2000. Net invest-
ment income on investments accounted for on the equity method totaled $56.4
million, $143.8 million and $65.1 million in 2001, 2000 and 1999, respectively.

Note 3 - Derivatives and Hedging instruments

The fair value of derivative instruments classified as assets at December 31,
2001 was $334.3 million, and appears on the consolidated balance sheet in
other assets. The fair value of derivative instruments classified as liabilities at
December 31, 2001 was $586.7 million, and appears on the consolidated bal-
ance sheet in other liabilities.

Fair Value Hedges. The Company uses interest rate futures contracts and inter-
est rate swap agreements as part of its overali strategies of managing the dura-
tion of assets and liabilities or the average life of certain asset portfolios to
specified targets. Interest rate swap agreements are contracts with a counter-
party to exchange interest rate payments of a differing character (e.g., fixed-rate
payments exchanged for variable-rate payments) based on an underlying princi-
pal balance (notional principai). The net differential to be paid or received on
interest rate swap agreements is accrued and recognized as a component of net
investment income.

The Company also manages interest rate exposure by using interest rate swap
agreements to modify certain liabilities, such as fixed rate debt and Constant
Maturity Treasuries (CMT) indexed liabilities, by converting them to a LIBOR-
based floating rate.
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The Company enters into interest rate cap agreements, cancelable interest rates
swap agreements, and written swaptions to manage the interest rate exposure
of options that are embedded in certain assets and liabilities. A written swap-
tion obligates the Company to enter into an interest rate agreement on the expi-
ration date, contingent on future interest rates. Interest rate cap and floor
agreements are contracts with a counterparty which require the payment of a
premium for the right to receive payments for the difference between the cap or
floor interest rate and a market interest rate on specified future dates based on
an underlying principal balance (notional principal). Amounts earned on interest
rate cap and floor agreements and swaptions are recorded as an adjustment to
net investment income.

The Company uses equity collar agreements to reduce its equity market expo-
sure with respect to certain common stock investments that the Company holds.
A collar consists of a written call option that limits the Company’s potential for
gain from appreciation in the stock price as well as a purchased put option that
limits the Company’s potential for loss from a decline in the stock price.

Currency rate swap agreements are used to manage the Company'’s exposure to
foreign exchange rate fluctuations. Currency rate swap agreements are contracts
to exchange the currencies of two different countries at the same rate of
exchange at specified future dates. The net differential to be paid or received on
currency rate swap agreements is accrued and recognized as a component of
net investment income.

For the year ended December 31, 2001, the Company recognized a net loss of
$16.5 million related to the ineffective portion of its fair value hedges, and a net
gain of $1.9 million, related to the portion of the hedging instruments that were
excluded from the assessment of hedge effectiveness. Both of these amounts
are recorded in net realized investment and other gains and losses. For the year
ended December 31, 2001, all of the Company’s hedged firm commitments qual-
ified as fair value hedges.

Cash Flow Hedges. The Company uses forward starting interest rate swap agree-
ments to hedge the variable cash flows associated with future fixed income
asset acquisitions, which will support the Company's longterm care and life
insurance businesses. These agreements will reduce the impact of future inter-
est rate changes on the cost of acquiring adequate assets to support the invest-
ment income assumptions used in pricing these products. During the periods in
the future when the acquired assets are held by the Company, the accumulated
gain or loss will be amortized into investment income as a yield adjustment on
the assets.

The Company uses interest rate futures contracts to hedge the variable cash
flows associated with variable benefit payments that it will make on certain
annuity contracts. Amounts are reclassified from other comprehensive income
when benefit payments are made.

The Company uses interest rate floor agreements to hedge the interest rate risk
associated with minimum interest rate guarantees in certain of its life insurance
and annuity businesses. Amounts are reclassified from other comprehensive
income if interest rates fall below certain ievels.

For the year ended December 31, 2001, the Company recognized a loss of $0.2

million related to the ineffective portion of its cash flow hedges, and a net gain
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of $0.4 million related to the portion of the hedging instruments that was
excluded from the assessment of hedge effectiveness. Both of these amounts
are recorded in net realized investment and other gains (losses). For the year
ended December 31, 2001, all of the Company’s hedged forecast transactions
qualified as cash flow hedges.

For the year ended December 31, 2001, a net loss of $0.2 million was reclas-
sified from other accumulated comprehensive income to earnings. It is antici-
pated that approximately $0.6 million will be reclassified from other
accumulated comprehensive income to earnings within the next twelve months.
The maximum length for which variable cash flows are hedged is 24 years,

For the year ended December 31, 2001, none of the Company's cash flow
hedges have been discontinued because it was probable that the original fore-
casted transactions would not occur by the end of the originally specified time
period documented at inception of the hedging relationship.

The transition adjustment for the adoption of SFAS No. 133, as amended,
resulted in an increase in other comprehensive income of $23.0 million (net of
tax of $12.3 million) representing the accumulation in other comprehensive
income of the effective portion of the Company’s cash flow hedges as of January
1, 2001. For the year ended December 31, 2001, $3.8 million of loss (net of tax
of $2.1 million) representing the effective portion of the change in fair value of
derivative instruments designated as cash flow hedges was added to accumu-
lated other comprehensive income, resulting in a balance of $19.1 million {net
of tax of $10.3 million).

Derivatives Not Designated as Hedging Instruments. The Company enters into
interest rate swap agreements, cancelable interest rate swap agreements, inter-
est rate futures contracts, and interest rate cap and floor agreements to manage
exposure to interest rates as described above under Fair Value Hedges without
designating the derivatives as hedging instruments.

The Company enters into equity indexed futures contracts and equity indexed
option contracts and equity swaps to generate investment return related to
equity indexed universal life insurance policies. For the years ended December
31, 2001 and 2000, $10.0 million and $14.5 million, respectively, of losses on
these derivatives are included in benefits to policyholders and are offset by cred-
iting similar amounts to policyholders’ accounts.

Note 4 - Income Taxes

The Company files a life/non-life insurance company consolidated federal
income tax return. The life insurance company sub-group includes three domes-
tic life insurance companies (the Life Company, John Hancock Variable Life
Insurance Company and Investors Partner Life Company) and a Bermuda life
insurance company (John Hancock Reassurance Company, Ltd.) that is treated
as a U.S. company for federal income tax purposes. The non-life insurance com-
pany subgroup consists of John Hancock Financial Services, Inc., John Hancock
Subsidiaries, LLC and John Hancock International Holdings, Inc.

In addition to taxes on operations, mqtual life insurance companies are
charged an equity base tax. As the Mutua! Company was a mutual life insurance
company for the entire year 1999, it was subject to the re-computation of its
1999 equity base tax liability in its 2000 tax return. The equity base tax is
determined by application of an industry-based earnings rate to the Mutual
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Company's average equity base, as defined by the Internal Revenue Code. The
industry earnings rate is determined by the Internal Revenue Service (IRS) and
is not finalized until the subsequent year. The Mutual Company estimated its
taxes for the current year based on estimated industry earnings rates and
revised these estimates up or down when the earnings rates were finalized and
published by the IRS in the subsequent year.
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The significant components of the Company's deferred tax assets and liabilities
were as follows:

Years Ended December 31, 2001 2000

{in millions)

Deferred tax assets:

Policy reserve adjustments $ 5796 $ 623.5
Income before income taxes and cumulative effect of accounting changes Other postretirement benefits 136.6 149.4
includes the following: Book over tax basis of investments 267.3 168.7
Years Ended December 31, 2001 2000 1999 Dividends payable to policyholders 125.7 117.6
(in millions) Unearned premium 182.14 93.3
Domestic $ 760.2 $ 1,088.7 $ 214.0 Interest 34.5 38.3
Foreign 65.9 69.6 48.2 Other 54.5 106.8
Income before income Total deferred tax assets 1,380.3 1,297.6
taxes and cumulative Deferred tax liabilitles:
effect of accounting changes $ 8261 $ 1,1583 $ 262.2 Deferred policy acquisition costs 919.4 2776
Depreciation 2187 212.2
The components of income taxes were as follows: Basis in partnerships 130.7 1008
1e2rs Ended December 31 2000 2000 1999 Market discount on bonds 72.9 64.2
(in millions) Pension plan expense 137.0 114.6
Current taxes: Capitalized charges related to mutual funds 315 56.9
Federal $ (38.6) ¢ 122 % (60.6) Lease income 5232 339.4
Foreign 86 78 28 Unrealized gains 170.0 112.3
State 4.6 120 58 Total deferred tax fiabilities 2,203.4 1,787.0
259 317 (52.2) Net deferred tax liabilities $ 8231 § 4894
Deferred taxes:
Federal 235.9 285.8 1372 The Company made income tax payments of $1.7 million, received an income
Foreign 10.8 231 15.4 tax refund of $25.7 million and made income tax payments of $86.7 million in
State (6.7) {1.0) (1.1) 2001, 2000 and 1999, respectively.
240.0 307.9 151.5
Total income taxes s 2146 $ 3396 § o993 ot - Closed Block

A reconciliation of income taxes computed by applying the federal income tax
rate to income before income taxes and the consolidated income tax expense
charged to operations follows:

Years Ended December 31, 2001 2000 1999
(in millions)

Tax at 35% $ 289.1 % 4054 $ 91.8
Add (deduct):

Equity base tax (13.4) (46.0) 22.2
Prior year taxes 11.4 (0.3) 2.1
Tax credits (28.1) (20.8) (12.9)
Foreign taxes 1.3 0.4 1.0
Tax exempt investment income (32.4) (16.4) (19.4)
Non-taxable gain on sale of subsidiary - - (15.4)
Disaliowed demutualization expenses - - 31.1
Other (13.3) 17.1 (1.2)
Total income taxes $ 2146 % 3396 $ 99.3

As of February 1, 2000, the Company established a closed block for the benefit
of certain classes of individual or joint traditional participating whoie life insurance
poticies for which the Company had a dividend scale payable in 1999 and individ-
uat term life insurance policies that were in force on February 1, 2000. Assets
were allocated to the closed block in an amount that, together with anticipated rev-
enues from policies included in the closed block, was reasonably expected to be
sufficient to support such business, including provision for payment of benefits,
direct asset acquisition and disposition costs, and taxes, and for continuation of
dividend scales payable in 1999, assuming experience underlying such dividend
scales continues. Assets allocated to the closed block inure solely to the benefit
of the holders of the policies included in the closed block and will not revert to the
benefit of the shareholders of the Company. No reallocation, transfer, borrowing,
or lending of assets can be made between the closed block and other portions of
the Company's general account, any of its separate accounts, or any affiliate of
the Company without approval of the Massachusetts Division of Insurance.

If, over time, the aggregate performance of the closed block assets and policies
is better than was assumed in funding the closed block, dividends to poticy-
holders wilt be increased. If, over time, the aggregate performance of the closed
block assets and policies is less favorable than was assumed in the funding, div-

idends to policyholders could be reduced.




AR

78 John Hancock Financial Services, Inc.

The assets and liabilities allocated to the closed block are recorded in the
Company’s financial statements on the same basis as other similar assets and
liabilities. The carrying amount of closed block liabilities in excess of the carry-
ing amount of closed block assets at the date of demutualization (adjusted to
eliminate the impact of related amounts in accumulated other comprehensive
income) represents the maximum future earnings from the assets and liabilities
designated to the closed block that can be recognized in income over the period
the policies in the closed block remain in force. The Company has developed an
actuarial calculation of the timing of such maximum future shareholder earnings,
and this is the basis of the policyholder dividend obligation.

If actual cumulative earnings are greater than expected cumulative earnings,
only expected earnings will be recognized in income. Actual cumulative earnings
in excess of expected cumulative earnings represents undistributed accumu-
lated earnings attributable to policyholders, which are recorded as a policyholder
dividend obligation because the excess will be paid to closed block policyhold-
ers as an additional policyholder dividend unless otherwise offset by future per-
formance of the closed block that is less favorable than originally expected. If
actual cumutative performance is less favorable than expected, only actua! earn-
ings will be recognized in income.

The principal cash flow items that affect the amount of closed block assets and
liabilities are premiums, net investment income, purchases and sales of invest-
ments, policyholders’ benefits, policyholder dividends, premium taxes, guaranty
fund assessments, and income taxes. The principal income and expense items
excluded from the closed block are management and maintenance expenses,
commissions and net investment income and realized investment gains and
losses of investment assets outside the closed block that support the closed
block business, all of which enter into the determination of total gross margins
of closed block policies for the purpose of the amortization of deferred acquisi-
tion costs. The amounts shown in the following tables for assets, liabilities, rev-
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As of December 31, 2001 2000

(in miilions)

Assets

Investments

Fixed maturities:

Held-to-maturity — at amortized cost
(fair value: 2001 -~ $100.7; 2000 - $2,327.4) $ 103.3 $ 2,269.9

Available-for-sale - at fair value

(cost: 2001 - $5,204.0; 2000 - $2,378.7) 5,320.7 2,353.0
Equity securities:
Available-for-sale — at fair value
(cost: 2001 - $8.8; 2000 - $5.3) 134 6.3
Mortgage loans on real estate 1,837.0 1,944.0
Policy loans 1,551.9 1,540.6
Short-term investments - 62.1
Other invested assets 83.1 40.7
Total investments 8,909.4 8,216.6
Cash and cash equivalents 192.1 305.8
Accrued investment income 158.9 149.3
Other closed block assets . 297.5 317.1
Total closed block assets 9,557.9 8,988.6
Excess of reported closed block liabilities
over assets designated to the closed block 2,840.0 2,952.8

Portion of above representing
other comprehensive income:

Unrealized appreciation (depreciation), net
of tax of $43.3 million and $(8.8) million
at 2001 and 2000, respectively 80.1 (16.1)

Allocated to the policyholder dividend obligation,
net of tax $50.8 million and $4.7 million at 2001

enues and expenses of the closed block are those that enter into the and 2000, respectively (94.4) (8.8)
determination of amounts that are to be paid to policyholders. Total (14.3) (24.9)
The following tables set forth certain summarized financial information relating ~ Maximum future earnings to be recognized

to the closed block as of the dates indicated: from closed biock assets and liabilities $ 28257 $ 29279
As of December 31, 2001 2000 Years Ended December 31, 2001 2000
(in millions) (in millions)

Liabilities Change in the policyholder dividend obligation:

Future policy benefits $ 10,1987 $ 99105  pgjance at beginning of period $ 77.0 -
Policyholder dividend obligation 251.2 77.0 Impact on net income before income taxes 425 $ 63.5
Policyholders’ funds 1,460.9 1,459.5 Unrealized investment gains (losses) 67.1 13.5
Policyholder dividends payable 433.4 4088 cumulative effect of change in

Other closed biock liabilities 53.7 84.6 accounting principle® 64.6 -
Total closed block liabilities 12,397.9 11,941.4 Balance at end of period $ 251.2 % 77.0

(1) The cumulative effect of change in accounting principle represents the impact of transferring fixed maturities
from held-to-maturity to available-for-sale as part of the adoption of SFAS No, 133 effective January 1, 2001.
See Note 1.
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For the Period
Year Ended February 1 Through
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Note 6 - Debt and Line of Credit
Shortterm and long-term debt consists of the following:

December 31, December 31,
2001 2000 As of December 31, 2001 2000
(in millions) (in millions)
Revenues Short-term debt:
Premiums $ 9400 $ 865.0 Commercial paper - 3 222.3
Net investment income 667.5 591.6 Current maturities of long-term debt $ 81.0 23.0
Net realized investment and other gains Total short-term debt 81.0 2453
{losses), net of amounts credited to the Longterm debt:
policyholder dividend obligation of $(17.0) " —
million and $14.1 million, respectively (3.6) 2.9) Surplus notes, 7.38% maturing in 2024 447.3 447.2
B "
Other closed block revenues 0.6 (0.6) Bond payable, 5.625%, maturing in 2008 498.6 -
i i 0
Total closed block revenues 1,604.5 1,453.1 Notes payable, mterest. ranging from 5.43%
to 14.0%, due in varying amounts to 2011 494.2 109.8
Benefits and Expenses -
Total long-term debt 1,440.1 557.0
Benefits to policyholders 924.4 870.0 —
Less current maturities (81.0) (23.0)
Change in the policyholder dividend obligation 54.9 48.6
Long-term debt 1,359.1 534.0
Other closed block operating costs and expenses (6.3) (10.0)
Total debt $ 1,440.1 $ 779.3
Dividends to policyhoiders 474.9 407.1
Total benefits and expenses 1,447.9 1,313.7 . . . . . .
The Company issues commercial paper primarily to meet working capital needs.
Closed block .revenues, net of closed The Company had no commercial paper outstanding at December 31, 2001. The
block benefits and expenses, before . . ) .
income taxes and cumulative effect weighted-average interest rate for outstanding commercial paper at December
of accounting change 156.6 139.4 31, 2000 was 6.59%. The weighted-average life for outstanding commercial
Income taxes. net of amounts credited to the paper at December 31, 2000 was approximately 11 days. Commercial paper bor-
policyhoider dividend obligation of $4.6 rowing arrangements are supported by a syndicated line of credit.
million and $2.8 million, respectively 53.0 52.3
The issuance of surplus notes was approved by the Massachusetts Commissioner
Closed block revenues, net of closed . .
black to benefits and expenses and of Insurance, and any payments of interest or principal on the surplus notes
income taxes, befare cumulative effect requires the prior approval of the Massachusetts Commissioner of Insurance.
of accounting change 103.6 87.1 ) ) o
c - p— . N : 14 At December 31, 2001, the Company had a syndicated line of credit with a group
umulative effect of accounting change, ne . - . - - .
g g el of banks totaling $1.0 billion, $500.0 million pursuant to a 364-day commitment,
Closed block revenues, net of cl.osed which expires on July 26, 2002 and $500.0 million pursuant to a multi-year facil-
block benefits and expenses, income ) . . . i .
taxes and the cumulative effect of ity, which expires an August 3, 2005. The banks will commit, when requested, to
accounting change $ 1022 % 87.1 loan funds at prevailing interest rates as determined in accordance with the line

Maximum future earnings from closed block assets and liabilities:

For the Period

Year Ended February 1 Through
December 31, December 31,
2001 2000

(in millions)

$ 29279 $ 3,0150
2,825.7 2,927.9
1022 § 87.1

Beginning of period

End of period

Change during period $

of credit agreement. Under the terms of the agreement, the Company is required
to maintain certain minimum levels of net worth and comply with certain other
covenants, which were met at December 31, 2001. At December 31, 2001, the
Company had no outstanding borrowings under the agreement.

Aggregate maturities of longterm debt are as follows: 2002 ~ $81.0 million;
2003 - $32.2 million; 2004 - $28.4 million; 2005 - $25.4 million;
2006 ~ $7.5 million and thereafter - $1,265.6 million.

Interest expense on debt, included in other operating costs and expenses, was
$70.3 million, $63.4 miltion, and $70.1 million in 2001, 2000 and 1999,
respectively. Interest paid amounted to $65.3 million in 2001, $63.4 million in
2000, and $70.1 million in 1999,
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Note 7 - Minority Interest

Minority interest relates to preferred stock issued by Maritime, an indirect
majority owned subsidiary of the Company, preferred stock issued by
Signature Tomato, a subsidiary of Signature Fruit, a subsidiary of the
Company, which acquired certain assets and assumed certain liabilities out
of bankruptcy proceedings of Tri-Valley Growers, inc., a cooperative asso-
ciation, and equity interests in consolidated partnerships. For financial
reporting purposes, the assets, the liabilities, and earnings of Maritime and
Signature Fruit and the partnerships are consclidated in the Company's
financial statements.

In 1986, Maritime issued $25.3 million of Series A Cumulative Redeemable
Preferred Stock (Preferred Stock). Dividends on the Preferred Stock are payable
quarterly at 18% of the average of two prime rates of two specified Canadian
banks. The Preferred Stock is nonvoting and redeemable at Maritime’s sole
option at a price of 25 Canadian dollars per share.

On November 19, 1999, Maritime issued $68.2 million of Non-Cumulative
Redeemabie Second Preferred Shares, Series 1 (Series 1 Preferred Shares) at
a price of 25 Canadian dollars per share. Dividends on the Series 1 Preferred
Shares are payable quarterly, through December 31, 2004, at a rate of 0.38125
Canadian dollars per share. Commencing on January 1, 2005, the Series 1
Preferred Shares dividends will be calculated by applying 25 Canadian doftars to
the greater of one quarter of 90% of prime rate and 5.85%. The Series 1
Preferred Shares are nonvoting and redeemable at Maritime’s sole option any
time after December 31, 2004 at a price of 25.50 Canadian dollars plus all
declared and unpaid dividends. In addition, shareholders as of December 31,
2004 have the option to convert their Series 1 Preferred Shares to Non-
Cumulative Redeemable Second Preferred Shares, Series 2 (Series 2 Preferred
Shares). The Series 2 Preferred Shares will have a dividend rate of not less than
95% of the yield of certain bonds of the Government of Canada. The investors’
preferred stock interests have been reported as minority interest in the accom-
panying consolidated balance sheets.

The effect of reinsurance on premiums written and earned was as follows:
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In conjunction with the transaction discussed above, Signature Tomato, a sub-
sidiary of Signature Fruit, issued $2.1 million of 14.24% cumulative, voting pre-
ferred stock in exchange for debt. In addition, Signature Fruit sold 3.0% of its
Class A membership shares to outside third parties with put options exercisable
in a period from one to three years from acquisition. All amounts arising from
these transactions have been included in minority interest in the accompanying
consolidated balance sheets.

The minority interest in the equity of consolidated partnerships reflects the original
investment by minority shareholders in various consolidated partnerships, along
with their proportional share of the earnings or losses of these partnerships.

MNote 8 - Relnsurance

The effect of reinsurance on premiums written and earned is shown in the table
below. For the years ended December 31, 2001, 2000 and 1999, benefits to
policyholders under life, heaith and annuity ceded reinsurance contracts were
$527.0 million, $684.5 million, and $556.3 million, respectively.

On February 28, 1997, the Company sold a major portion of its group insurance
business to UNICARE Life & Health insurance Company (UNICARE), a wholly
owned subsidiary of WellPoint Health Networks, Inc. The business sold included
the Company’'s group accident and health business and related group life busi-
ness and Cost Care, Inc., Hancock Association Services Group and Tri-State,
Inc., all of which were indirect wholly-owned subsidiaries of the Company. The
Company retained its group long-term care operations. The insurance business
sold was transferred to UNICARE through a 100% coinsurance agreement. The
Company remains liable to its policyholders to the extent that UNICARE does not
meet its contractual obligations under the coinsurance agreement.

Through the Company's group health insurance operations, the Company entered
into a number of reinsurance arrangements in respect of personal accident
insurance and the occupational accident component of workers compensation
insurance, a portion of which was originated through a pool managed by Unicover
Managers, Inc. Under these arrangements, the Company both assumed risks as

2001 Premiums 2000 Premiums 1999 Premiums

Written Earmed Written Earned Written Earned
(in miltions)
Life, Health and Annuity:
Direct $ 40865 $ 4,0904 $ 40843 $ 40836 $ 34371 $ 34352
Assumed 429.9 429.2 466.8 466.8 3125 3125
Ceded (669.0) (669.0) (1,098.3) (1,098.3) {1,030.5) (1,030.5)
Net life, health and annuity premiums 3,847.4 3,851.3 3,452.8 3,452.1 2,719.1 2,717.2
Property and Casuaity:
Direct - - - - - -
Assumed - - - - 0.3 0.3
Ceded - - - - - -
Net property and casualty premiums - - - - 0.3 0.3

Net premiums

$ 38474 $ 38513 $ 34528 $ 3,4521 $ 27194 $

2,717.5
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a reinsurer, and also passed 95% of these risks on to other companies. This
business had originally been reinsured by a number of different companies, and
has become the subject of widespread disputes. The disputes concern the
placement of the business with reinsurers and recovery of the reinsurance. The
Company is engaged in disputes, including a number of legal proceedings, in
respect of this business. The risk to the Company is that other companies that
reinsured the business from the Company may seek to avoid their reinsurance
obligations. However, the Company believes that it has a reasonable legal posi-
tion in this matter. During the fourth quarter of 1999 and early 2000, the
Company received additional information about its exposure to losses under the
various reinsurance programs. As a result of this additional information and in
connection with global settlement discussions initiated in late 1999 with other
parties involved in the reinsurance programs, during the fourth quarter of 1999
the Company recognized a charge for uncollectible reinsurance of $133.7 mil-
lion, after tax, as its best estimate of its remaining loss exposure. The Company
believes that any exposure to loss from this issue, in addition to amounts
already provided for as of December 31, 2001, would not be material.

Reinsurance ceded contracts do not relieve the Company from its obligations to
policyholders. The Company remains liable to its policyholders for the portion
reinsured to the extent that any reinsurer does not meet its obligations for rein-
surance ceded to it under the reinsurance agreements. Failure of the reinsurers
to honor their obligations could result in losses to the Company; consequently,
estimates are established for amounts deemed or estimated to be uncollectible.
To minimize its exposure to significant losses from reinsurance insolvencies, the
Company evaluates the financial condition of its reinsurers and monitors con-
centration of credit risk arising from similar characteristics of the reinsurers.

Note 9 - Pension Benefit Plans and Other Postretirement Benefit Plans

The Company provides pension benefits to substantially all employees and gen-
eral agency personnel. These benefits are provided through both qualified
defined benefit and defined contribution pension plans. in addition, through non-
qualified plans, the Company provides supplemental pension benefits to employ-
ees with salaries and/or pension benefits in excess of the qualified plan limits
imposed by federal tax law. Pension benefits under the defined benefit plans had
been based on years of service and average compensation generally during the
three years prior to retirement. In 2001, the defined benefit pension plans were
amended to a cash balance basis under which benefits are based on career
average compensation. Under grandfathering rules, employees over a certain
age and with at least a certain number of years of service will receive pension
benefits based on the greater of the benefit from the cash balance basis or the
prior final average salary basis. This amendment became effective on January
1, 2002. Benefits related to the Company’s defined benefit pension plans paid
to employees and retirees covered by annuity contracts issued by the Company
amounted to $115.9 million in 2001, $102.2 million in 2000, and $97.6 million
in 1999. Plan assets consist principally of listed equity securities, corporate obli-
gations and U.S. government securities.

The Company’s funding policy for qualified defined benefit plans is to contribute
annually an amount in excess of the minimum annual contribution required

under the Employee Retirement Income Security Act (ERISA). This amount is lim-
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ited by the maximum amount that can be deducted for federal income tax pur-
poses. Because the qualified defined benefit plans are overfunded, no amounts
were contributed to these plans in 2001 or 2000. The funding policy for non-
qualified defined benefit plans is to contribute the amount of the benefit pay-
ments made during the year. The projected benefit obligation and accumulated
benefit obligation for the non-quaiified defined benefit pension plans, which are
underfunded, for which accumulated benefit obligations are in excess of plan
assets were $258.7 million, and $236.2 million, respectively, at December 31,
2001, and $256.3 million and $244.3 miilion, respectively, at December 31,
2000. Non-qualified plan assets, at fair value, were $4.6 miilion and $0.8 mii-
lion at December 31, 2001 and 2000, respectively.

Defined contribution plans include The Investment Incentive Plan and the Savings
and Investment Pian. The expense for defined contribution plans was $13.2 mil-
lion, $10.2 million, and $9.4 million, in 2001, 2000 and 1999, respectively.

In addition to the Company’s defined benefit pension plans, the Company has
employee welfare plans for medical, dental, and life insurance covering most of
its retired employees and general agency personnel.

Substantially all employees may become eligible for these benefits if they reach
retirement age while employed by the Company. The postretirement health care
and dental coverages are contributory based on service for post January 1, 1992
non-union retirees. A small portion of pre-January 1, 1992 non-union retirees

also contribute. The applicable contributions are based on service.

The Company's policy is to fund postretirement benefits in amounts at or below
the annual tax qualified limits. As of December 31, 2001 and 2000, plan assets
related to non-union employees were comprised of an irrevocable heaith insur-
ance contract to provide future health benefits to retirees. Plan assets related
to union employees were comprised of approximately 60% equity securities and
40% fixed income investments.

The changes in benefit obligation and plan assets related to the Company’s qual-
ified and nonqualified benefit plans are summarized as follows:

Pension Benefits Other Postretirement Benefits
Years Ended December 31, 2001 2000 2001 2000

(in millions)

Change in benefit obligation:

Benefit obligation at

beginning of year $ 18763 $ 19676 $ 4933 §$ 4432
Service cost 327 36.8 8.5 7.8
Interest cost 134.1 134.1 32.2 31.4
Amendments 50.1 (10.3) (48.3) -
Actuarial (gain) loss 46.7 (136.8) (3.9) 36.4
Translation (gain) loss (4.4) (1.5) (0.4) -
Benefits paid (129.8) (113.6) (29.8) (32.0)
Acquisition of subsidiary 4.0 - 1.0 6.5
Curtailment - - (3.9) -
Benefit obligation

at end of year $ 20097 $ 1,876.3 $ 448.7 % 493.3
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Pension Benefits Other Postretirement Benefits The assumptions used in accounting for the Company’s qualified and_ nonqualified
Years Ended December 31, 2001 200C 2001 2000 benefit plans were as follows:
(in millions}
A Pension Benefits Other Postretirement Benefits
Change in plan assets: Years Ended December 31, 2001 2000 2001 2000
Fair value of plan assets Discount rate 7.25% 7.25% 7.25% 7.25%
at beginning of year $ 2,505.8 $§ 24765 $ 2614 $ 232.9 Expected return
Actual return on on plan assets 9.50% 9.00% 9.50% 9.00%
. . 7 .
plan assets (101.5) 132.6 (6.7) 0.3 Rate of compensation
Employer contribution 18.7 12.6 - 355 increase 4.20% 4.77% 4.20% 4.77%
Benefits paid (129.8) (113.6) (9.0) (7.3)
Translation (loss) gain (5.6) 2.3) - - For measurement purposes, an 8.75% annual rate of increase in the per
Acquisition of subsidiary 4.2 - - - capita cost of covered health care benefits was assumed for 2002. The rate
Fair value of plan was assumed to decrease gradually to 5.25% in 2006 and remain at that
assets at end of year 2,292.8 2,505.8 245.7 261.4 level thereafter.
Funded status 283.1 629.5 (203.0) (231.9)

- For the prior valuation, a 5.50% annual rate of increase in the per capita cost of
Unrecognized covered health care benefits was assumed for 2001. The rate was assumed to

; actuarial (gain) loss 26.0 (400.6) (95.5) (139.7)

— - decrease gradually to 5.25% in 2001 and remain at that level thereafter.

N Unrecognized

N prior service cost 67.9 24.2 (47.5) (1.4)  Assumed health care cost trend rates have a significant effect on the amounts

~ Unrecognized reported for the healthcare plans. A one-percentage point change in assumed
net transition asset (5.8) (6.3) - -

health care cost trend rates would have the following effects:

Prepaid (accrued)
benefit cost, net $ 3712 $ 2468 $ (346.0) $ (373.0) 1 8 1 g

Point Increase Point Decrease

Amounts recognized in balance sheet consist of:

Prepaid benefit cost  $ 539.0 $ 396.4

(in millions)

Effect on total of service and

Accrued benefit liability (231.6) (243.5) interest costs in 2001 $ 40 $ (3.7

Intangible asset 0.5 8.0 Effect on postretirement benefit

Accumulated other obligations as of December 31, 2001 42.2 (38.8)
comprehensive income 63.3 87.9

Prepaid benefit
cost, net $ 3712 3% 246.8

The net periodic benefit (credit) cost related to the Company's qualified and nonqualified benefit plans includes the following components:

Pension Benefits Other Postretirement Benefits

Years Ended December 31, 2001 2000 1999 2001 2000 1999
(in millions)

Service cost $ 327 $ 368 $ 357 $ 8.5 $ 7.8 $ 7.5
Interest cost 134.1 134.1 121.2 32.2 31.4 287
Expected return on plan assets (230.5) (217.4) (186.6) (24.3) (24.1) (18.3)
Amortization of transition asset (0.5) (12.7) (12.1) - - -
Amortization of prior service cost 6.5 4.6 39 (2.2) (0.2) (0.2}
Recognized actuarial gain (18.3) {10.9) (8.1) (6.8) (8.8) (8.5)
Other - - (3.8) (3.9) - -

Net periodic benefit (credit) cost $ (76.0) $ (65.5) $ (49.8) $ 3.5 $ 6.1 $ 9.2




Notes to Consolidated Financial Statements

Note 10 - Commitments and Contingencies

The Company has extended commitments to purchase fixed maturity invest-
ments, preferred and common stock, and other invested assets and issue mort-
gage loans on real estate totaling $549.7 million, $0.3 million, $491.2 million
and $280.3 million, respectively, at December 31, 2001. If funded, loans related
to real estate mortgages would be fully collateralized by related properties. The
Company monitors the creditworthiness of borrowers under long-term bond com-
mitments and requires collateral as deemed necessary. The estimated fair
values of the commitments described above aggregate $1.3 billion at December
31, 2001. The majority of these commitments expire in 2002.

In the normal course of its business operations, the Company is involved with
litigation from time to time with claimants, beneficiaries and others, and a
number of litigation matters were pending as of December 31, 2001. It is the
opinion of management, after consultation with counsel, that the ultimate liabil-
ity with respect to these claims, if any, will not materially affect the financial posi-
tion or results of operations of the Company.

Class Action. During 1997, the Company entered into a court-approved settle-
ment relating to a class action lawsuit involving certain individual life insurance
policies sold from 1979 through 1996. In entering into the settiement, the
Company specifically denied any wrongdoing. The total reserve held in connec-
tion with the settlement to provide for refief to class members and for legal and
administrative costs associated with the settiement amounted to $52.7 million
and $224.0 million at December 31, 2001 and 2000, respectively. Costs
incurred related to the settlement were $30.0 million and $140.2 million in
2001 and 1999, respectively. No such costs were incurred in 2000. The esti-
mated reserve is based on a number of factors, including the estimated cost per
claim and the estimated costs to administer the claims.

During 1996, management determined that it was probable that a settlement
would occur and that a minimum loss amount could be reasonably estimated.
Accordingly, the Company recorded its best estimate based on the information
available at the time. The terms of the settiement agreement were negotiated
throughout 1997 and approved by the court on December 31, 1997. In accor-
dance with the terms of the settlement agreement, the Company contacted
class members during 1998 to determine the actual type of relief to be sought
by class members. The majority of the responses from class members were
received by the fourth quarter of 1998. The type of relief sought by class mem-
bers differed from the Company’s initial estimates. In 1999, the Company
updated its estimate of the cost of claims subject to alternative dispute resolu-
tion relief and revised its reserve estimate accordingly. The reserve estimate
was further evaluated quarterly, and was adjusted as noted above, in 2001. The
adjustment to the reserve in the fourth quarter of 2001 was the result of the
Company being able to better estimate the cost of settling the remaining claims,
which on average tend to be the larger, more complicated claims. The better esti-

mate comes from experience with actual settlements on similar claims.

Administration of the ADR component of the settlement continues to date. Although
some uncertainty remains as to the cost of claims in the final phase (i.e., arbi-
tration) of the ADR process, it is expected that the final cost of the settlement
will not differ materially from the amounts presently provided for by the Company.

Harris Trust. Since 1983, the Company has been involved in complex litigation

known as Harris Trust and Savings Bank, as Trustee of Sperry Master Retirement
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Trust No. 2 v. John Hancock Mutual Life Insurance Company (S.D.N.Y. Civ. 83-
5491). After successive appeals to the Second Circuit and to the U.S.
Supreme Court, the case was remanded to the District Court and the case was
tried to a Federal District Court judge in 1997. The judge issued an opinion in
November 2000.

In that opinion the Court found against the Company and awarded the Trust
approximately $13.8 million in relation to this claim together with unspecified
additional prejudgment interest on this amount from October 1988. The Court
also found against the Company on issues of liability valuation and ERISA law.
Damages in the amount of approximately $5.7 million, together with unspecified
pre-judgment interest from December 1996, were awarded on these issues. As
part of the relief, the judge ordered the removal of Hancock as a fiduciary to the
ptan. On April 11, 2001, the Court entered a judgment against the Company for
approximately $84.9 million which includes damages to plaintiff, prejudgment
interest, attorney's fees and other costs.

The Company believes that the underlying case was incorrectly decided and there
are promising grounds for chalienging the District Court’s decision. Therefore, the
Company has filed an appeal and believes that it is probable that the Appeais Court
will reverse the lower court’s decision. Notwithstanding what the Company believes
1o be the merits of the Company’s position in this case, if unsuccessful, its ultimate
liability, including fees, costs and interest could have a material adverse impact on
net income. However, the Company does not believe that any such liability would be
material in reiation to its financial position or fiquidity.

Note 11 - Shareholders’ Equity

(@) Common Stock. As result of the demutualization and initiai public offering as
described in Note 1, the Company has one class of capital stock, common stock
($.01 par value, 2.0 billion shares authorized). At December 31, 2001, approxi-
mately 26.4 million and 0.8 million shares of common stock were reserved for
issuance related to the issuance of stock under the 1999 Longterm Stock
Incentive Plan (as amended, the Long-Term Stock Incentive Plan and the Non-
Employee Directors’ Long-Term Stock Incentive Plan, respectively).

The Company's Board of Directors has adopted a Shareholder Rights Plan, pur-
suant to which one Right (as defined below) accompanies each outstanding
share of Common Stock issued. Each right (a Right) entitles the holder to pur-
chase from the Company one one-thousandth of a share of the Company's
Series A Junior Participating Preferred Stocks (Series A Preferred) at a price of
$170 (the Purchase Price). Under certain circumstances, in lieu of purchasing
Series A Preferred, the holders of Rights (other than a person who has aquired
10% or more of the company’s commaon stock) will be entitled to purchase addi-
tional shares of common stock of the Company or its successor in the event of
a merger or business combination, at a per share price equal to half of the
market price of such shares. The Rights will expire at the close of business on
January 26, 2010, unless earlier redeemed or exchanged by the Company. Untii
the Right is exercised, the holder of a Right, as such, does not have any rights
as a shareholder with respect to the Rights.

On October 26, 2000, the Company announced that its Board of Directors
approved a repurchase program beginning in the fourth quarter of 2000, with no
termination date, under which the Company was approved to purchase up to
$500 million of its outstanding common stock. On August 6, 2001 that the
Board of Directors approved a $500 miltion increase to the repurchase program,
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(b) Other Comprehensive Income. The components of accumulated other comprehensive income are as follows:

Net Accumulated

Notes to Consoclidated Financial Statements

Foreign Currency

Other

Net Unrealized Galn (Loss) on Transtatlion Minimum Comprehensive
Gains (Losses)  Cash Flow Hedges Adjustment Pension Liability Income

(in miliions)
Balance at December 31, 1998 $ 371.8 - $ (50.1) $ (38.3) $ 283.4
Gross unrealized gains (losses) (net of deferred income tax benefit of $277.9 million} (528.2) - - - (528.2)
Reclassification adjustment for gains (losses), realized in net income

(net of tax expense of $5.4 million) 10.0 -~ - - 10.0
Adjustment for participating group annuity contracts

(net of deferred income tax expense of $40.1 million) 74.6 - - - 748
Adjustment for deferred policy acquisition costs and present value of future profits

(net of deferred income tax expense of $71.3 million) 132.3 - - - 132.3
Net unrealized gains {losses) (311.3) - - - (311.3)
Foreign currency translation adjustment - - 16.9 - 16.9
Minimum pension liability (net of deferred income tax benefit of $12.3 million) - - - (22.9) (22.9)
Balance at December 31, 1992 60.5 - (33.2) (61.2) (33.9}
Gross unrealized gains (losses) (net of deferred income tax expense of $39.0 million} 49.8 - - - 49.8
Reclassification adjustment for gains (losses), realized in net income

(net of tax benefit of $62.0 million) 115.2 - - - 115.2
Adjustment for participating group annuity contracts

(net of deferred income tax benefit of $3.6 million) (6.8) - - - 6.8)
Adjustment for deferred policy acquisition costs and present value of future profits

(net of deferred income tax benefit of $14.6 miltion) (27.3) - - - (27.3)
Adjustment for policyholder dividend obligation

(net of deferred income tax benefit of $4.7 mitlion) (8.8 - N - (8.8)
Net unrealized gains (losses) 122.1 - - - 122.1
Foreign currency translation adjustment - - (19.1) - (19.1)
Minimum pension liability (net of deferred income tax expense of $4.4 million) - - - 8.2 8.2
Balance at December 31, 2000 182.6 - (52.3) (53.0) 77.3
Gross unrealized gains (losses) (net of deferred income tax benefit of $67.2 million) (64.4) - - - (64.4)
Reclassification adjustment for gains (losses), realized in net income

(net of tax benefit of $80.3 million) 149.1 - - - 149.1
Adjustment for participating group annuity contracts

(net of deferred income tax benefit of $5.1 miilion) {9.5) - - - (2.5)
Adjustment for deferred policy acquisition costs and present value of future profits

(net of deferred income tax benefit of $26.8 million) (49.5) - - - (49.5)
Adjustment for policyholder dividend obligation (net of income tax benefit of $46.1 million) (85.6) - - - (85.6)
Change in accounting principles (net of income tax expense of $122.6 million) 204.7 22.9 - - 227.6
Net unrealized gains (losses) 144.8 22.9 - - 167.7
Net accumulated gains (losses) on cash flow hedges (net of income tax benefit of $2.1 million) - (3.8) - - (3.8)
Foreign currency translation adjustment - - (28.4) - (28.4)
Minimum pension liability (net of deferred income tax expense of $8.2 million) - - - 18.2 15.2
Balance at December 31, 2001 $ 3274 $ 191 $ (80.7) $ (37.8) $ 228.0
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bringing the total amount approved to be used to repurchase Company stock to
$1.0 billion. The stock repurchase program was implemented primarily to offset
the dilutive effect of JHFS' stock incentive plan. Stock repurchased under the
program is accounted for as treasury stock, carried at cost and reflected as a
reduction to shareholders' equity. Under the repurchase program, purchases
have been and will be made from time to time, depending on market conditions,
business opportunities and other factors, in the open market or through pri-
vately negotiated transactions. As of December 31, 2001 and 2000, the
Company had repurchased approximately 18.5 million and 3.0 million shares of
its common stock in the open market at a total cost of $671.6 million and
$91.8 million, respectively, under this repurchase authorization. Also included
in the treasury stock balance on the consolidated balance sheets are 16,768
shares of forfeited non-vested stock previously acquired on the open market by
the company for grant to key employees under the Long-Term Stock Incentive
Plan at a cost of $0.6 million and 804 shares received as consideration for the
option exercises under the Long-Term Stock Incentive Plan of $0.03 million.

On June 8, 2001, the Company, using a “sheif registration,” registered $1.0 bil-
lion in debt securities, preferred stock, common stock, warrants, stock purchase
contracts and stock purchase units. The net proceeds from the sale of the secu-
rities offered will be used for working capital and general account purposes. On
November 29, 2001 the Company sold under the $1.0 billion shelf, $500.0 mil-
lion in 7-year senior unsecured notes at a coupon of 5.625% with the proceeds
used for general corporate purposes.

The table on page 84 displays the components of accumulated other compre-
hensive income in the consolidated balance sheets.

Net unrealized investment gains (losses), included in the consolidated balance
sheets as a component of shareholders’' equity, are summarized as follows:

For the Years Ended December, 33, 2001 2000 1899

(in millions)

Balance, end of year comprises:

Unrealized investment gains (losses) on:
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(c) Statutory Results. The Company adopted the new codified statutory account-
ing principles (Codification) effective January 1, 2001. Codification changes pre-
scribe statutory accounting practices and results in changes to the accounting
practices that the Company and its domestic life insurance subsidiaries use to
prepare their statutory-basis financial statements.

The Life Company and its domestic insurance subsidiaries prepare their statu-
tory-basis financial statements in accordance with accounting practices pre-
scribed or permitted by the state of domicile. For the Life Company, the
Commonwealth of Massachusetts only recognizes statutory accounting prac-
tices prescribed or permitted by Massachusetts insurance regulations and
laws. The National Association of Insurance Commissioners’ “Accounting
Practices and Procedures” manual (NAIC SAP) has been adopted as a compo-
nent of prescribed or permitted practices by Massachusetts. The Commissioner
of Insurance has the right to permit other specific practices that deviate from
prescribed practices.

Prior to 2001, the Commissioner had provided the Company approval to recog-
nize as an admitted asset the pension plan prepaid expense in accordance with
the requirements of SFAS No. 87, “Employers’ Accounting for Pensions.”
Beginning in 2001, the Commissioner has provided the Company with approval
to phase-in over a three-year period the impact of implementing the material pro-
visions of statutory SSAP No. 8, “Pensions.” As a result of this permitted prac-
tice, the Company’s reported statutory surplus as of December 31, 2001 is
increased by $319.5 million over what it would be under NAIC SAP Statutory net
income is not impacted by this permitted practice.

In addition, during 2000 and 1999, the Company received permission from the
Commonwealth of Massachusetts Division of Insurance to record its Asset
Valuation Reserve in excess of the prescribed maximum reserve leve) by $36.7
million and $48.0 miltion at December 31, 2000 and 1999, respectively. There
are no other material permitted practices.

Statutory net income and surplus include the accounts of the Life Company and
its variable life insurance subsidiary, John Hancock Variable Life Insurance

Fixed maturities 3$ 4183 $ 206.5 $  (198.1)

Equity Investments 134.5 764.8 144.0 Company, including its wholly-owned subsidiary and Investors Partner Life

insurance Company.

Derivatives and other 196.9 (146.7) 110.8 pany
Total 749.7 324.6 56.7 Years Ended December, 31 2001 2000 1999
Amounts of unrealized investment (in millions)

(gains) losses attributable to: Statutory net income $ 6314 $ 6176 $ 573.2
Participating group annuity contracts (49.0) (34.4) (24.0) Statutory surplus 3,513.6 3,700.5 3,456.7
Deferred policy acquisition cost and

present value of future profits (58.1) 18.2 60.1 Massachusetts has enacted (aws governing the payment of dividends by insur-
Policyholder dividend obligation (145.2) (13.5) - ers. Under Massachusetts insurance law, no insurer may pay any shareholder
Deferred federal income taxes (170.0) (112.3) (32.3) dividends from any source other than statutory unassigned funds without the
Total (422.3) (142.0) 38 prior approval of the Massachusetts Division of Insurance. Massachusetts law
Net unrealized investment gains $ 327.4 % 1826 $ 80.5 also limits the dividends an insurer may pay in any twelve month period, without

the prior permission of the Massachusetts Division of Insurance, to the greater
of (i) 10% of its statutory policyholders’ surplus as of the preceding December
31 or (ii) the individual company’s statutory net gain from operations for the pre-

ceding calendar year, if such insurer is a life company.
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Note 12 - Segment Information )

The Company’s reportable segments are strategic business units offering differ-
ent products and services. The reportable segments are managed separately, as
they focus on different products, markets or distribution channels.

Protection Segment. Offers a variety of individua! life insurance and individual
and group long-term care insurance products, including participating whole life,
term life, universal life, variable life, and retail and group long-term care insur-
ance. Products are distributed through multiple distribution channels, including
insurance agents and brokers and alternative distribution channels that include
banks, financial planners, direct marketing and the Internet.

Asset Gathering Segment. Offers individual annuities and mutual fund products
and services. Individual annuities consist of fixed deferred annuities, fixed
immediate annuities, single premium immediate annuities, and variable annu-
ities. Mutual fund products and services primarily consist of open-end mutual
funds and closed-end funds. This segment distributes its products through dis-
tribution channels including insurance agents and brokers affiliated with the
Company, securities brokerage firms, financial planners, and banks.

Guaranteed and Structured Financial Products (G&SFP) Segment. Offers a vari-
ety of retirement products to qualified defined benefit plans, defined contribution
plans and non-qualified buyers. The Company's products include guaranteed
investment contracts, funding agreements, single premium annuities, and gen-
eral account participating annuities and fund type products. These contracts pro-
vide non-guaranteed, partially guaranteed, and fully guaranteed investment
options through general and separate account products. The segment distrib-
utes its products through a combination of dedicated regional representatives,
pension consultants and investment professionals.

Investment Management Segment. Offers a wide range of investment manage-
ment products and services to investors covering a variety of private and pub-
licly traded asset classes including fixed income, equity, mortgage loans, and
real estate. This segment distributes its products through a combination of ded-
icated sales and marketing professionals, independent marketing specialists,
and investment professionals.

Corporate and Other Segment. Primarily consists of the Company's international
insurance operations, certain corporate operations, and businesses that are
either disposed or in run-off. Corporate operations primarily include certain
financing activities, income on capital not specifically allocated to the reporting
'segments and certain non-recurring expenses not allocated to the segments.
The disposed businesses primarily consist of group health insurance and related
group life insurance, property and casualty insurance and selected

broker/dealer operations.
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The accounting policies of the segments are the same as those described in the
summary of significant accounting policies. Allocations of net investment income
are based on the amount of assets allocated to each segment. Other costs and
operating expenses are allocated to each segment based on a review of the
nature of such costs, cost allocations utilizing time studies, and other relevant
allocation methodologies,

Management of the Company evaluates performance based on segment after-
tax operating income, which exciudes the effect of net realized investment and
other gains (losses) and unusual or non-recurring events and transactions.
Segment aftertax operating income is determined by adjusting GAAP net
income for net realized investment and other gains (losses), including gains
and losses on disposals. of businesses and certain other items which man-
agement believes are not indicative of overall operating trends. While these
items may be significant components in understanding and assessing the
Company'’s financial performance, management believes that the presentation
of after-tax operating income enhances its understanding of the Company’s
results of operations by highlighting net income attributable to the normal,
recurring operations of the business.

Amounts reported as segment adjustments in the tables below primarily relate
to: (i) certain net realized investment and other gains ({losses), net of related
amortization adjustment for deferred policy acquisition costs, amounts credited
to participating pension contractholder accounts and policyholder dividend obli-
gation (the adjustment for net realized investment and other gains (losses)
excludes gains and losses from mortgage securitizations and investments back-
ing shortterm funding agreements because management views the related
gains and losses as an integral part of the core business of those operations),
(i) benefits to policyholders and expenses incurred relating to the settlement of
a class action lawsuit against the Company involving certain individual life insur-
ance policies sold from 1979 through 1996; (iii) restructuring costs related to
our distribution systems, retail operations and mutual fund operations; (iv) the
surplus tax on mutuat life insurance companies which as a stock company is no
longer applicable to the Company; (v) a fourth quarter 1999 charge for uncol-
lectible reinsurance related to certain assumed reinsurance business; (vi) a
fourth quarter 1899 charge for a group pension dividend resulting from demu-
tualization related asset transfers and the formation of a corporate account; (vii)
a charge for one time costs associated with the demutualization process; and
{viii} cumulative effect of accounting changes.

The following table summarizes selected financial information by segment for
the year ended or as of December 31 and reconciles segment revenues and seg-
ment after-tax operating income to amounts reported in the consolidated state-

ments of income (in millions):
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Year Ended December 31, 2001 Protection Gathering G&SFP Management and Other Consotidated
Revenues:
Segment revenues $ 33851 $ 1,455.0 $ 2,793.1 $ 143.2 $ 11,8849 $ 9,361.3
Net realized investment and other gains (losses) (98.1) (54.8) (121.0) (0.2) 21.8 (252.3)
Revenues $ 32870 $ 11,1002 $ 26721 $ 1430 $ 1,906.7 $ 9,109.0
Net investment income $ 12647 $ 4985 $ 18356 $ 287 $ 317.4 $ 39449
Net Income:
Segment after-tax operating income 298.7 148.3 244.2 29.8 84.7 805.7
Net realized investment and other gains (losses) (62.2) (34.7) (76.9) 0.2) 13.3 (160.7)
Class action lawsuit - - - - (19.5) (19.5)
Restructuring charges (4.4} (17.6) (1.2} (0.9} (3.3} (27.4}
Surplus tax 9.6 0.2 2.6 0.1 0.2 13.4
Cumulative effect of accounting changes, net of tax 11.7 (0.5) (1.2) (0.2) (2.6) 7.2
Net income $ 2534 % 95.7 $ 1675 $ 286 $ 735 $ 618.7
Supplemental Information:
Inter-segment revenues - - - $ 28.0 $ (28.0) -
Equity in net income of investees accounted for by the equity method $ 129 $ 70 % 24.8 6.9 48 $ 56.4
Amortization of deferred policy acquisition costs 182.2 75.0 2.4 - 47.2 306.8
Interest expense 0.9 1.9 - 124 55.1 70.3
Income tax expense 116.6 35.0 74.3 16.2 (27.5) 2146
Segment assets 28,505.0 14,740.5 31,636.1 2,049.8 14,212.8 91,144.2
Net Realized Investment and Other Gains (Losses) Data:
Net realized investment and other gains (losses) (122.9) (76.4) (78.7) 3.0 24.8 (250.2)
Less amortization of deferred policy acquisition costs related

to net realized investment and other gains (losses) 7.8 218 - - (3.0) 26.4
Less amounts credited to participating pension contractholder accounts - - (42.3) - ~ (42.3)
Add amounts credited to the policyholder dividend obligation 17.0 - - - ~ 17.0
Net realized investment and other gains (losses), net of related

amortization of deferred policy acquisition costs, amounts credited

to participating pension contracthoiders and amounts credited to the

policyholder dividend obligation — per consolidated financial statements (98.1) (54.8) (121.0) 3.0 21.8 (249.1)
Less net realized investment and other gains (losses)

attributable to mortgage securitizations - - - (3.2) - (3.2)
Net realized investment and other gains (losses), net-pre-tax

adjustment made to calculate segment operating income (98.1) (54.8) (121.0) (0.2) 21.8 (252.3)
Less income tax effect 359 201 44.1 - (8.5) 91.6
Net realized investment and other gains (losses), net-after-tax

adjustment made to calculate segment operating income $ 62.2) $ (34.7) $ (76.9) $ 0.2) $ 133 §$ (160.7)
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Asset Investment Corporate

Year Ended December 31, 2000 Protection Gathering G&SFP Wanagement and Other Consolidated
Revenues:
Segment revenues $ 31482 $ 11959 $ 25743 $% 2120 $ 17214 $ 88518
Net realized investment and other gains (losses) (25.1) 15.4 (64.7) 7.1 152.8 85.5
Revenues $ 31231 $ 1,2113 $ 2,5096 2191 $ 18742 $ 8,937.3
Net investment income $ 1,2036 $ 4458 $ 17432 $ 22,7 % 4495 $ 3,864.8
Net Income:
Segment after-tax operating income 248.6 128.8 212.1 46.8 102.5 738.8
Net realized investment and other gains (losses) (18.8) 18.6 {40.5) 4.4 93.5 57.2
Restructuring charges (6.7) {1.4) {2.6) - (1.3) (12.0)
Surplus tax 20.8 0.6 6.5 - 18.1 46.0
Demutualization expenses 1.6 0.4 0.4 - (9.4) (7.0)
Other demutualization related costs (6.8) (1.3) 1.7y - (0.2) (10.0)
Group pension dividend transfer - - 5.7 - - 5.7
Net income $ 2387 % 1457 % 1799 $ 51.2 % 2032 $ 818.7
Supplemental Information:
Inter-segment revenues - - - 3 39.1 % (39.1) -
Equity in net income of investees accounted for by the equity method $ 75 $ 35 % 11.2 16.8 104.8 $ 143.8
Amortization of deferred policy acquisition costs 113.8 78.8 2.6 - 46.8 242.0
Interest expense 1.1 3.5 - 12.1 486.7 63.4
Income tax expense 87.1 57.9 78.5 35.2 80.9 339.6
Segment assets 26,788.0 14,067.2 30,908.4 3,124.5 12,506.8 87,394.9
Net Realized Investment and Other Gains (Losses) Data:
Net realized investment and other gains (losses) (23.8) 18.9 (57.8) 10.3 152.8 100.4
Less amortization of deferred policy acquisition costs related

to net realized investment and other gains (losses) 12.8 (3.5) - - - 9.3
Less amounts credited to participating pension contractholder accounts - - (6.9) - - (6.9)
Less amounts credited to the policyholder dividend obligation (14.1) - - - - (14.1)
Net realized investment and other gains (losses), net of related

amortization of deferred policy acquisition costs, amounts credited

to participating pension contractholders and amounts credited to the

policyholder dividend obligation— per consolidated financial statements (25.1) 15.4 (64.7) 10.3 152.8 88.7
Less net realized investment and other gains (losses)

attributable to mortgage securitizations - - - (3.2) - (3.2)
Net realized investment and other gains (losses), net-pre-tax

adjustment made to calculate segment operating income (25.1) 15.4 (64.7) 7.1 152.8 85.5
Less income tax effect 6.3 3.2 24.2 (2.7) (59.3) (28.3)
Net realized investment and other gains (losses), net-aftertax

adjustment made to calculate segment operating income $ (18.8) $ 186 $ (40.5) $ 44 $ 935 $ 57.2
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Asset Investment Corporate

Year Ended December 31, 1999 Protection Gathering G&SFP Management and Other Consolidated
Revenues:
Segment revenues $ 29030 $ 10573 $ 21940 $ 1899 $ 12606 $ 7,604.8
Net realized investment and other gains (losses) 1735 (11.0} 93.3 31 (56.1) 202.8
Revenues $ 30765 $ 10463 $ 12,2873 $ 193.0 $ 12045 $ 7,807.6
Net investment income $ 1,073 $ 3886 $ 1,681.4 $ 459 $ 3009 $§ 35241
Net income:
Segment after-tax operating income 190.6 115.1 202.4 37.3 67.8 613.2
Realized investment gains (losses), net 108.5 (6.9) 58.4 2.0 (42.1) 119.9
Class action lawsuit - - - - (91.1) (91.1)
Restructuring charges (8.6) (7.3) (0.6) - (0.5) (17.0)
Surplus tax (12.5) {1.0) {6.5) - (2.2) (22.2)
Workers' compensation reinsurance reserves - - - - (133.7) (133.7)
Group pension dividend transfer - - (205.8) - - (205.8)
Demutualization expenses (61.3) (13.0) (16.1) - (3.2) (93.6)
Oiher demutualization related costs (4.6) (0.9} (1.1} - (0.2) (6.8)
Cumulative effect of accounting change - (9.6) - (0.1) - (9.7)
Net income $ 2121 % 764 % 30.7 $ 392 § (205.2) $ 153.2
Supplemental Information:
Inter-segment revenues - - - % 436 $ (43.6) -
Equity in net income of investees
accounted for by the equity method $ 46.2 $ 0.3) $ 14.3 3.5 1.4 $ 65.1
Amortization of deferred policy acquisition costs 71.8 53.5 3.1 - 38.4 166.8
Interest expense 0.7 6.2 - 5.3 57.9 70.1
Income tax expense (credit) 139.9 52.6 (7.8) 26.5 (111.9) 99.3
Segment assets 25,378.4 14,297.2 30,231.5 3,531.4 11,017.2 84,4557
VNet Realized Investment and Other Gains (Losses) Data:
Net realized investment and other gains (losses) 228.3 (16.1} 97.4 6.6 (55.3) 260.9
Less amortization of deferred policy acquisition costs related

to net realized investment and other (losses) gains (54.8) 5.1 - - (0.8) (50.5)
Less amounts credited to participating pension contractholder accounts - - (35.3) - - (35.3)
Net realized investment and other gains (losses), net of related

amortization of deferred policy acquisition costs and amounts credited

to participating pension contractholders— per consolidated financiai statements 173.5 (11.0) 62.1 6.6 (56.1) 175.1
Less net realized investment and other gains (losses) attributable to mortgage

securitizations and investments backing short-term funding agreements - - (31.2) 3.5 ~ (27.7)
Less gain on sale of business - - - - (33.0) (33.0)
Net realized investment and other gains (losses), net-pre-tax

adjustment made to calculate segment operating income 173.5 (11.0) 93.3 3.1 (89.1) 169.8
Less income tax effect (65.0) 4.1 (34.9) 1.1) 47.0 (49.9)
Net realized investment and other gains (losses), net-after-tax

adjustment made to calculate segment operating income $ 1085 $ 6.9 % 58.4 $ 20 % (42.1) $ 119.9
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The Company operates primarily in the United States, Canada and the Pacific
Rim (China, Indonesia, Malaysia, the Philippines, Singapore, and Thailand). The
following table summarizes selected financial information by geographic location
for the year ended or at December 31:

Income Before

Income Taxes and
Cumulative Effect

Longdived of Accounting

Location Revenues Assets Assets Changes

(in millions)

2001

United States $ 76666 $ 541.0 $ 80,022.8 $ 760.2

Canada 1,076.4 48.0 10,506.8 61.0

Foreign - other 366.0 3.6 614.6 4.9
$ 9,109.0 $ 592.6 $ 91,1442 $ 826.1

2000

United States $ 76122 $ 424.8 $ 77,6911 $ 1,088.7

Canada 1,080.4 30.4 9,259.7 63.7

Foreign - other 244.7 3.4 444.1 5.9
$ 89373 $ 4586 $ 87,3949 $ 1,158.3

1999

United States $ 68789 $ 4400 $ 75,6449 $ 214.0

Canada 692.0 28.8 8,461.7 41.8

Foreign - other 236.7 2.2 349.1 6.4
$ 78076 $ 471.0 $ 84,455.7 $ 262.2

The Company has no reportable major customers and revenues are attributed to

countries based on the location of customers.

MNote 13 - Fair Value of Financial Instruments

The following discussion outlines the methodologies and assumptions used to
determine the fair value of the Company’s financial instruments. The aggregate
fair value amounts presented herein do not represent the underlying value of the
Company and, accordingly, care should be exercised in drawing conclusions
about the Company's business or financial condition based on the fair value
information presented herein.

The following methods and assumptions were used by the Company to deter-
mine the fair values of financial instruments;

Fair values for publicly traded fixed maturities (including redeemable pre-
ferred stocks) are obtained from an independent pricing service. Fair
values for private placement securities and fixed maturities not provided
by the independent pricing service are estimated by the Company by dis-
counting expected future cash flows using a current market rate applica-
ble to the yield, credit quality and maturity of the investments. The fair

value for equity securities is based on quoted market prices.

Notes to Consoclidated Financial Statements

The fair value for mortgage loans on real estate is estimated using dis-
counted cash flow analyses using interest rates adjusted to reflect the
credit characteristics of the loans. Mortgage loans with similar character-
istics and credit risks are aggregated into qualitative categories for pur-
poses of the fair value calculations. Fair values for impaired mortgage
loans are measured based either on the present vaiue of expected future
cash flows discounted at the loan's effective interest rate or the fair value
of the underlying collateral for loans that are collateral dependent.

The carrying amount in the balance sheet for policy loans, short-term
investments and cash and cash equivalents approximates their respec-
tive fair values.

The fair value of the Company’s long-term debt is estimated using dis-
counted cash flows based on the Company's incremental borrowing rates
for similar types of borrowing arrangements. Carrying amounts for com-
mercial paper and short-term borrowings approximate fair value.

Fair values for the Company’s guaranteed investment contracts and fund-
ing agreements are estimated using discounted cash flow calculations
based on interest rates currently being offered for similar contracts with
maturities consistent with those remaining for the contracts being valued.
The fair value for fixed-rate deferred annuities is the cash surrender value,
which represents the account value less applicable surrender charges.
Fair values for immediate annuities without life contingencies and sup-
plementary contracts without life contingencies are estimated based on
discounted cash flow calculations using current market rates.

The Company's derivatives include futures contracts, interest rate swap,
cap and floor agreements, swaptions, currency rate swap agreements and
equity collar agreements. Fair values for these contracts are based on
current settlement values. These values are based on quoted market
prices for the financial futures contracts and brokerage quotes that utilize
pricing models or formulas using current assumptions for all swaps and
other agreements.

The fair value for commitments approximates the amount of the initial
commitment.

The following table presents the carrying amounts and fair values of the
Company’s financial instruments:

Carrylng Value Fair Value Carrying Value Fair Value

Years Ended December 31, 2001 2000

(in millions)

Assets:

Fixed maturities:

Held-to-maturity $ 19300 $ 19141 $ 14,1585 $ 13,978.6

Available-for-sale 39,160.3 39,160.3 18,414.9 18,414.9

Trading securities 16.5 16.5 - -~
Equity securities:

Available-for-sale 886.8 886.8 1,140.7 1,140.7

Trading securities 304.1 304.1 231.6 231.6
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Carrying Value Fair Value Catrying Value Fair Value

Years Ended December 31, 2001 2000
(in millions)
Mortgage loans

on real estate 10,993.2 10,216.9 10,900.0 11,359.6
Policy foans 2,008.2 2,008.2 1,969.2 1,969.2
Short-term investments 153.5 153.5 214.0 214.0
Cash and cash

equivalents 1,313.7 1,313.7 3,280.0 3,280.0
Derivatives:
Futures contracts, net 0.2 0.2 (17.6) {17.6)
Interest rate

swap agreements 26.8 26.8 (178.2) (290.4)
Interest rate swap CMT 7.5 7.5 - -
Interest rate

cap agreements 3.6 3.6 0.1 0.1
Interest rate

floor agreements 56.5 56.5 - -
Interest rate

Swaption agreements - - (1.3) (1.3)
Currency rate

swap agreements 401.6 401.6 11.4 11.4
Equity collar agreements 16.7 16.7 11.7 11.7
Equity options 1.0 1.0 - -
Liabilities:
Debt 1,440.1 1,471.1 779.3 771.5
Guaranteed investment

contracts and funding

agreements 16,142.7 15,947.0 14,333.9 13,853.8
Fixed rate deferred

and immediate

annuities 6,212.2 6,123.3 5,195.2 5,101.3
Supplementary contracts

without life contingencies 54.4 58.4 60.0 63.1
Derivatives:
Futures contracts, net 0.9 0.9 1.4 14
Interest rate

swap agreements 420.3 420.3 - 114.3
interest rate swap CMT - - - (5.2)
Interest rate

cap agreements - - 2.1 2.1
Interest rate

floor agreements - - 59.0 59.0
Interest rate

swaption agreements 1.3 1.3 - -
Currency rate

swap agreements 324.9 324.9 - (473.0)
Equity collar agreements 18.9 18.9 - -
Equity swaps 0.1 0.1 _ _
Commitments - (1,340.0) - (1,843.9)
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Note 14 - Stock Compensation Plans

On January 5, 2000, the Life Company, as sole shareholder of John Hancock
Financial Services, Inc., approved and adopted the 1999 Long-Term Stock
Incentive Plan (the Incentive Plan), which originally had been approved by the
Board of Directors (the Board) of the Company on August 31, 1999. Under the
Incentive Plan, which became effective on February 1, 2000, the effective date
of the Plan of Reorganization of the Life Company, options granted may be either
non-qualified options or incentive stock options qualifying under Section 422 of
the Internal Revenue Code. The Incentive Plan objectives include attracting and
retaining the best personnel, providing for additional performance incentives,
and promoting the success of the Company by providing employees the oppor-
tunity to acquire the Company’s common stock. In 2001, the Board adopted and
the shareholders approved the amended and restated 1999 Long-Term Stock
Incentive Plan (as amended, the Long-Term Stock Incentive Plan) and the Non-
Employee Directors Long-Term Stock Incentive Plan (the Directors’ Plan, collec-
tively, the Incentive Plans).

The maximum number of shares of common stock available under the Long-
Term Stock Incentive Plan is 40,741,403. Of these, no more than 8,148,281
shares shall be available for stock awards, and the maximum number of shares
that may be granted as incentive stock options is 32,593,122 shares. The
aggregate number of shares that may be covered by awards for any one partic-
ipant over the period that the Long-Term Stock Incentive Plan is in effect shall
not exceed 8,148,281 shares. Subject to these overall limits, there is no
annual limit on the number of stock options or stock awards that may be
granted in any one year.

The maximum number of shares available in the Non-Employee Directors’ Long-
Term Stock Incentive Plan is 1,000,000 shares of common stock. Pursuant to
the Non-Employee Directors’ Long-Term Stock Incentive Plan, each director
receives 50% of the annual retainer paid to eligible directors in the form of stock
awards. If a director elects to have the remaining 50% of their retainer invested
in shares of the Company’'s common stock through purchases on the open
market or from the Company at fair market value, the Company grants a partial
matching stock award, which is forfeitable within three years prior to a change
of control if his/her service as a director teminates (other than for death, dis-
ability or retirement). In addition, on shareholder approval of the Non-Employee
Directors’ Long-Term Stock Incentive Plan, each director received a non-qualified
stock option award of 15,000 shares and annually thereafter will receive non-
qualified stock option awards for 5,000 shares (except that each new director
shall receive an option exercisabte for 15,000 shares and will not be eligible for
an annual grant in the same year).

The Incentive Plans have options exercisable at the dates listed in the table
below. The Company granted 11.2 million options during the year ended
December 31, 2001. Options outstanding under the LongTerm Stock
Incentive Plan were granted at a prfce equal to the fair market value of the
stock on the date of grant, vest over a two-year period, and expire five years
after the grant date. Options outstanding under the Non-Employee Director’s
Long Term Stock Incentive Plan were granted at a price equal to the fair
market value of the stock on the date of grant, vest immediately, and expire

five years after grant date.
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The status of stock options under both the Long-Term Stock Incentive Plan and
the Non-Employee Directors’ Long-Term Stock Incentive Plan are summarized
below as of December 31:

Shares Subject
toE

Number
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transferable. In addition, option valuation models require input of highly subjec-
tive assumptions including the expected stock price volatility. Because the
Company's employee stock options have characteristics significantly different
from those of traded options, and because changes in the subjective input
assumptions can materially affect the fair value estimate, in management’s opin-

of Options  Average Exercise Options  Average Exercise ion, the existing models do not necessarily provide a reliable single measure of
{in thousands)  Price per Optien (in thousands) Price per Option . ., .
the fair value of its employee stock options.
Outstanding at
February 1, 2000 - - The estimated weighted-average fair value per share using the Black-Scholes
Granted 46184 $ 14.06 option valuation model is $9.24 and $3.66, respectively, for the years ending
Exercised 0.2 13.94 December 31, 2001 and 2000, using the following assumptions:
Canceled 31186 13.94 Years Ended December 31, 2001 2000
Outstanding at Expected term 3-5years 2 -5 years
December 31, 2000 4,306.6 $ 14.07 Risk free rate® 4.6% - 6.0% 4.8% - 5.6%
Granted 11,1852 35.96 Dividend yield 1.0% 1.8%
Exercised 885.5 14.05 Expected volatility 32.0% 24.0%
Canceled 1,017.4 29.61
Outstanding at (1) Dependent on grant date.
December 31, 2001 13,588.8 $ 30.92 2,5215 $ 24.83

The Company accounts for stock-based compensation using the intrinsic value
method prescribed by APB Opinion No. 25, under which no compensation cost
for stock options is recognized for stock option awards granted at or above fair
market value, with the exception of the Signator Stock Option Program. Had
compensation expense for the remaining Company’s stock-based compensation
plan been determined based upon fair values at the grant dates for awards
under the plan in accordance with SFAS No. 123, the Company’s net earnings
and earnings per share would have been reduced to the pro forma amounts indi-
cated befow. Additional stock option awards are anticipated in future years. The
effects of applying SFAS No. 123 on proforma disclosures of net income and
earnings per share indicated below are not likely to be representative of the pro-
forma effects on net income and earnings per share in future years for the fol-
lowing reasons: 1) the number of future shares to be issued under these plans
is not known, 2) the effect of an additional year of vesting options granted in
prior years is not considered in the assumptions and 3) the assumptions used

to determine the fair value can vary significantly.

The Black-Scholes option valuation model was developed for use in estimating
fair value of traded options, which have no vesting restrictions and are fully

For the purposes of pro forma disclosures, the estimated fair value of the
options is amortized to expense over the options’ vesting period. The Company’s
pro forma information follows:

Year Ended For the Period
December 31, February 1
Year Ended 2000 through
December 31, Pro Forma December 31,
2001 (unaudited) 2000
(in millions, except per share data)
Net income:
As reported $ 618.7 $ 818.7 $ 774.7
Pro forma (unaudited) 583.3 814.5 771.0
Earnings per share
Basic:
As reported 2.03 2.60 2.46
Pro forma (unaudited) 1.92 2.59 2.45
Diluted:
As reported 201 2.59 2.45
Pro forma (unaudited) 1.90 2.58 2.44

The following table summarizes information about stock options outstanding at December 31, 2001:

Number of Options Outstanding
at December 31, 2001 g Averag

Number of Exercisable Options

A ge Exerclse at December 31, 2001 Weighted-Average Price

Range of Exercise Price (in thousands) Contractual Lite (Years) Price per Option (In thousands) per Exercisable Option

$§ 1229-$% 16.39 3,100.3 3.2 $ 1394 1,264.9 $ 1394
$ 2049-% 2458 35.2 3.6 23.59 16.6 23.59
$ 3278-% 36.88 9,240.0 4.1 35.55 1,045.0 35.53
$ 3688-3% 40.98 1,213.4 4.4 39.31 195.0 38.18
13,588.9 3.9 $ 3092 2,621.5 $ 2483
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in February 2001, the Company implemented the Signator Stock Options Grant
Program, under the LongTerm Stock Incentive Plan. The program granted
339,307 stock options to non-employee general agents (agents) at the market
price of $35.53 per share. The stock options vest over a two-year period, sub-
ject to continued participation in the JHFS sales program and attainment of
established, individual sales goals. After one year of vesting, an agent is allowed
to exercise 50% of the stock options granted. The Company amortizes compen-
sation expense for the grant over a 24-month period commencing on grant date
at a fair value of $9.24 per option determined by the Black-Scholes option valu-
ation model, Total expense recognized for the year ended December 31, 2001,
is $1.3 million. The total grant date fair value of the stock options granted under
the program from January 1, 2001 through December 31, 2001, is $3.1 million.
During 2001, 4,737 stock options were forfeited with a total grant date price of
$0.01 million. The outstanding option balance in the Signator Grant Program is
334,570 at December 31, 2001,

On March 13, 2000, the Company granted 291,028 shares of non-vested stock
to key personnel at a weighted- average grant price per share of $14.34. These
grants of non-vested stock are forfeitable and vest at three or five years of serv-
ice with the Company. The Company recognizes compensation expense immedi-
ately, as the grants are based on historical compensation. The total grant-date
price of the non-vested stock granted from January 1, 2000 through December
31, 2000 is $4.2 million. During 2001 and 2000, 13,588 and 50,837 shares
of this non-vested stock were forfeited with a total grant date price of $0.2 million
and $0.7 million, respectively. The outstanding share balance in the 2000 plan
is 226,603 as of December 31, 2001.

On February 12, March 12 and March 15, 2001, the Company granted an aggre-
gate 268,293 total shares of non-vested stock to key personnel. The program
was funded with cash and the shares were purchased on the open market at
the weighted-average grant price of $37.22 per share. These grants of non-
vested stock are forfeitable and vest at three years of service with the
Company. The Company recognizes compensation expense immediately, as the
grants are based on historical compensation. The total grant-date price of the
non-vested stock granted from January 1, 2001 through December 31, 2001 is
$10.0 miilion. During 2001, 16,768 shares of non-vested stock were forfeited
with a total grant-date price of $0.6 miilion. The outstanding share balance in
the 2001 plan is 251,525.

During 2001, the Company granted 75,749 shares of non-vested stock to execu-
tive officers at a weighted-average grant price of $35.72 per share. These grants
of non-vested stock are forfeitable and vest at three or five years of service with
the Company. The Company amortizes compensation expense for the grant over
the vesting period. Total amortization for the period ending December 31, 2001,

is $0.3 million. The total grant-date price of the non-vested stock granted from
January 1, 2001 through December 31, 2001, is $2.7 million. During 2001,
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14,000 shares of non-vested stock were forfeited with a total grant-date exer-
cise price of $0.5 miilion. The outstanding share balance in the Executive
Restricted Stock Compensation Plan is 61,748 at December 31, 2001,

in 2001, the Company issued 3,129 shares to Non-Employee Directors as pay-
ment of 50% of their quarterly retainer. These shares are not forfeitable and vest
immediately. The total grant-date price of this stock issued to non-employee
directors from January 1, 2001 through December 31, 2001 is $0.1 million. In
addition, in July 2001, the Company implemented a plan that would allow direc-
tors, at their discretion, to invest one half of their quarterly retainer in the
Company’s common stock in lieu of receiving cash. The Company will match any
investment at a rate of 50%. The restricted stock given as matching shares, is
forfeitable and vests over three years, thus amortizes the balance to director
compensation expense over the vesting period. At December 31, 2001, 256
shares were matched under the program at a weighted-average grant price of
$39.07 per share. Total amortization expense recognized for the period ending
December 31, 2001 is $0.01 million. There were no forfeitures through
December 31, 2001.

On January 9, 2002, the Compensation Committee of the Board of Directors
approved stock and stock option grants to the Policy Committee and certain key
employees of the Company. The equity grants were made in compiiance with the
terms of the Long-Term Stock Incentive Plan. A total of 550.0 thousand shares
of non-vested stock was granted, with a total grant date exercise price of $22.9
miilion. A total of 6.2 million options were granted, with a grant date fair value of
$12.57 per option as determined by the Black-Scholes option valuation model.

On February 5, 2002, the Compensation Committee of the Board of Directors
approved stock grants to executive officers and approved stock and stock option
grants to certain key employees and agents of the Company. A total of 87.4
thousand shares of non-vested stock was issued by the Company to executive
officers for cash totaling $3.3 million or $38.22 per share. A total of 154.6 thou-
sand shares of non-vested stock was granted to certain key personnel, with a
total grant price of $5.9 million. This program was funded with cash and the
shares were purchased on the open market at the weighted-average grant price
of $38.22 per share. A total of 602.0 thousand options were granted, with a
grant date fair value of $11.34 per option as determined by the Black-Scholes

option valuation model.

Stock Ownership Loan Program. In January 2000, the Company adopted a loan
program whereby the Company may extend credit to key executives to facilitate
compliance with the Company's mandatory stock ownership requirements.
These full recourse loans bear interest at variable rates and principal and interest
are payable no later than the death of the executive, termination of employment
or five years. As of December 31, 2001 and 2000, these loans receivable were
$2.9 million and $3.6 million, respectively and are recorded in other assets.
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Note 15 - Quarterly Results of Operations (unaudited)
The following is @ summary of unaudited quarterly results of operations for 2001 and 2000:

2001 2000
March June September December March June September December

{(in millions, except per share data)
Premiums and other considerations $ 1,2469 $ 9316 $ 8610 $ 14147 $ 9328 $ 1,1458 $ 8806 $ 1,257.7
Net investment income ® 988.1 988.8 992.8 975.2 933.5 959.0 951.8 1,020.5
Net realized investment and other gains (losses),

net of related amortization of deferred policy

acquisition costs, amounts credited to participating

pension contractholders and amounts credited to

the policyholder dividend obligation (24.4) (15.6) (58.5) (150.6) 18.7 60.6 (1.9) 11.3
Total revenues 2,394.3 2,144.8 2,047.4 2,522.5 2,092.5 2,351.9 2,029.4 2,463.5
Benefits and expenses ® 2,164.4 1,888.5 1,820.7 2,409.3 1,804.7 2,012.0 1,775.4 2,186.9
Income before income taxes and cumulative

effect of accounting changes 222.9 256.3 226.7 113.2 287.8 339.9 254.0 276.6
Cumulative effect of accounting changes, net of tax 7.2 - - - - - - -
Net income © 168.0 183.2 165.2 102.3 186.1 230.1 176.1 226.4
Income before cumulative effect of accounting

changes per common share

Basic $ 052 $ 0.60 $ 055 $ 034 3 059 $ 0.73 % 056 $ 0.72

Diluted 0.51 0.59 0.54 0.34 0.59 0.73 0.56 0.72
Net income per common share

Basic ® $ 054 $% 060 $ 055 $ 034 $ 0.59 $ 0.73 % 056 $ 0.72

Diluted @ 0.54 0.59 0.54 0.34 0.59 0.73 0.56 0.72
Market price

High $ 4000 $ 4140 $ 4170 $ 4193 $ 1881 $ 2483 % 2813 $ 38.25

Low 31.50 33.86 33.15 33.34 13.44 16.38 20.63 25.63

Close 38.45 40.26 39.95 41.30 18.06 23.59 26.88 37.83

(@) Results prior to September 30, 2001 have been reclassified to conform to the current presentation due to a reclassification of investment returns related to equity indexed universal life insurance policies sold through Maritime to
benefits to policyholders. Approximately $(7.2) millien, $37.7 miliion, $37.1 million, $0.1 million, $(11.4) million and ${24.0) million was reclassifled for each quarterly period ending June 30, 2002 through March 31, 2000, respectively.

(b) First quarter 2000 earnings per share are on @ pro forma basis as the Company's IPO did not close untii February 1, 2000. See Note 1. Actual net income per common share for the period from February 1, 2000 through March 31,
2000 was $0.45 for basic and diluted computations, revised for the implementation of SOP 00-3 as outlined in Note 1 to the consolidated financial statements.

(¢} Balances reclassified for the adoption of the provisions of SOP 00-3 as outlined in Note 1 to the I financial 1ts. The adoption i net income and diluted earnings per share by $(0.1) mitlion, or $( - ), $2.4

million, or $0.01, and $(5.9) million, or $(0.02), for the three months ended March 31, June 30 and September 30, 2001, respectively, and $(5.4) million, or $(0.02), $(2.3) miliion, ¢r ${0.01), $(8.2) million, or $(0.03), and $(4.3)
million or $(0.01), for the three months ended March 31, June 30, September 30, and December 31, 2001, respectively.
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Board of Directors John Hancock Financial Services, Inc., and John Hancock Life Insurancek Company

David F. D'Alessandro Chairman and Chief Executive Officer

Executive Committee, Committee of Finance®, Policy Committee, Senior Committee, Employee Benefits Plan Committee

Wayne A. Budd Executive Vice President and General Counsel Executive Committee, Policy Committee, Senior Committee, Employee Benefits Plan Committee

John M. DeCiccio' Executive Vice President and Chief Investment Officer Committee of Finance?, Policy Committee

Foster L. Aborn't Retired Vice Chairman of the Board Committee of Finance'

Melson S. Gifford Principal, Fleetwing Capital Executive Committee, Audit Committee, Committee of Finance®

Robert E. Fast Senior Partner, Hale & Dorr Executive Committee, Committee on Ethics and Business Practices

John M. Connors, Jr. Chief Executive Officer, Hill, Holliday, Connors, Cosmopulos, Inc.

Executive Committee, Committee on Ethics and Business Practices, Nominating and Corporate Governance Committee

Kathleen Foley Feldstein President, Economics Studies, Inc. Audit Committee, Committee of Finance®

Richard £ Syron Chairman, President and Chief Executive Officer, Thermo Electron Corp.
Executive Committee, Committee of Finance!, Compensation Committee, Nominating and Corporate Governance Committee

Michael C. Hawley Former Chairman and Chief Executive Officer, The Gillette Company Audit Committee, Compensation Committee

Robert J. Tarr, Jr. Former Chairman, President and Chief Executive Officer, HomeRuns.com Audit Committee, Committee of Finance’

Edward H. Linde President and Chief Executive Officer, Boston Properties, Inc. Committee of Finance’

Judith A, McHale President and Chief Operating Officer, Discovery Communications, Inc. Compensation Committee

R. Robert Popeo Chairman, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C. Nominating and Corporate Governance Committee

Thomas P. Glynn Chief Operating Officer, Partners HealthCare Audit Committee, Committee on Ethics and Business Practices

Senior Elected Officers John Hancock Financial Services, Inc., and John Hancock Life Insurance Company

Policy Committee

David F. D'Alessandro Chairman and Chief Executive Officer

Joel V. Kamer Signator, inc.

Michael A, Bell Senior Executive Vice President, Retaii

Jeanne M. Livermore Guaranteed and Structured Financial Products

Thomas E. Moloney Senior Executive Vice President and Chief Financial Officer

Barbara L. Luddy Retail Finance

Wayne A. Budd Executive Vice President and General Counsel

Deborah H. McAneny Real Estate Investment Group

Derek Chilvers Executive Vice President, International Operations and Chairman
and Chief Executive Officer, John Hancock International, Inc.

John M. DeCiccio Executive Vice President and Chief investment Officer

Maureen R. Ford Executive Vice President, and Chairman and Chief Executive
Officer, John Hancock Funds, Inc.

Robert F. Walters Executive Vice President and Chief information Officer

Senior Vice Presidents

Joanne P. Acford Law

Earl W. Baucom Controller

Stephen P. Burgay Corporate Communications

Jonathan Chiel Law

Kathleen F. Driscoll Retail Direct Life Brokerage

John T. Farady Mergers and Acquisitions

Jerry R. Healey Signator, Inc.

Bruce M. Jones Annuity Distribution

James M. Morris, Il Chairman and Chief Executive Officer, Signator, Inc.

Daniel L. Quellette John Hancock Signature Services

Page Palmer Human Resources

Joseph P. Paster John Hancock Signature Services

Jean Peters Investor Relations

Robert R. Reitano Chief investment Strategist, Investment Strategy Group

Diana L. Scott E-Business and Group Insurance

Barry L. Shemin Corporate Actuarial

Michele G. Van Leer Product and Market Management

Robert H. Watts Chief Compliance Officer, Office of Business Conduct

Officers of Principal Subsidiaries

Mark C. Lapman Chief Executive Officer,
Independence Investment LLC

William A. Black President and Chief Executive Officer,
The Maritime Life Assurance Company

t Committee of John Hancock Life Insurance Company only.
* Member of the Board of John Hancock Life Insurance Company only.
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Subsidiaries and Affiliates’

Direct Subsidiaries of John Hancock Financial Services, Inc. Associated Companies and Joint Ventures

John Hancock Life Insurance Company, MA Interlife John Hancock Assurance PLC, Ltd., Bangkok, Thailand

John Hancock Insurance Company of Vermont, VT John Hancock Life Insurance (Malaysia) Berhad, Kuala Lumpur, Malaysia
John Hancock International, Inc., MA John Hancock Tianan Life Insurance Company, Shanghai, China

John Hancock Canadian Holdings Limited, Canada
The Maritime Life Assurance Company, Canada
John Hancock International Holdings, Inc., MA
John Hancock International (Southeast Asia) Pte. Ltd., Singapore

Indirect Subsidiaries of John Rancock Financial Services, Inc.

Comox Timber Ltd, Prince Edward island, Canada
Hancock Victorian Plantations Holdings Pty Ltd., Australia
HBHC LLC, DE
John Hancock International Services, S.A., Belgium
John Hancock Life Assurance Company, Ltd., Singapore
John Hancock Life Insurance Corporation, Philippines
John Hancock Receivables, LLC, MA
John Hancock Subsidiaries, LLC, DE

John Hancock Advisers, Inc., DE

NM Capital Management, Inc., NM

Sovereign Asset Management Corporation, DE

Essex Corporation and Subsidiaries

First Signature Bank & Trust Company, NH

Hancock Mezzanine Investments, LLC, DE

Hancock Natural Resource Group, Inc., DE

Hancock Realty Investors Incorporated, DE

Hancock Venture Partners, Inc., DE

Independence Investment LLC, DE

JH Networking Insurance Agency, inc., MA

John Hancock Assignment Company, DE

John Hancock Capital Corporation, DE

John Hancock Energy Resources Management Inc., DE

John Hancock HealthPlans, Inc., MA

John Hancock Insurance Agency, Inc., MA

John Hancock Leasing Corporation, DE

John Hancock Property and Casualty Holding Company, DE

John Hancock Real Estate Finance, Inc., DE

John Hancock Realty Advisors, Inc., DE

John Hancock Realty Services Corp., DE

John Hancock Signature Services, Inc., DE

Professional Economic Services, Inc., NY

Signator Financial Network, Inc., DE

John Hancock Variable Life Insurance Company, MA

LR Company, LLC, DE

P.T. Asuransi Jiwa John Hancock Indonesia, Jakarta, indonesia

REIG Commercial Funding Trust li, MA

Signature Funding Company LLC, DE

Woodley Road Associates, Inc., DE

*This is not a complete list of John Hancock subsidiaries and affiliates.
For a complete list, see Exhibit 21.1 of our 2001 Form 10-K.




Corporate Data

Annual Meeting

The annual meeting of shareholders of John Hancock Financial Services, Inc.,
will be held at 11:00 a.m. on Monday, May 13, 2002, at John Hancock Hall, 200
Berkeley St., Boston, Massachusetts. Shareholders of record as of March 19,
2002, are entitled to receive notice of, and vote at, the annual meeting.

Form 10-K and Other Information

Shareholders may receive, without' charge, a copy of John Hancock’s Form 10-K
(without exhibits) filed with the Securities and Exchange Commission for the year
ended December 31, 2001, by calling (877) JHF-NYSE [(877) 543-6973]. Forms
10-Q, press releases and other shareholder communications are also available
through this toll-free number.

Auditors

Ernst & Young LLP

200 Clarendon Street

Boston, Massachusetts 02116

Transfer Agent and Registrar
EquiServe Trust Company, N.A.

PO Box 43015

Providence, Rhode Island 02940-3015
(800) 3339231

Investor Relations

Questions regarding John Hancock’s financial results may be directed to:

Investor Relations, T-58

John Hancock Financial Services, Inc.
John Hancock Place

PO Box 111

Boston, Massachusetts 02117

phone: (617) 572-0620

fax: (617) 572-9799

email: investor.relations@jhancock.com

website: www.jhancock.com/investor

Media Inquiries

Corporate Communications, T-54
John Hancock Financial Services, Inc.
John Hancock Place

PO Box 111

Boston, Massachusetts 02117
(617) 572-6385

Common Stock and Shareholder Ownership Profile

The common stock of John Hancock Financial Services, Inc., is traded on the
New York Stock Exchange under the symbol “JHF” As of the end of business on
March 5, 2002, the Company had 780,000 shareholders of record. On the same
day, the trading price of the Company’s common stock closed at $40.32 per share.

Shareholder Dividend Policy

John Hancock Financial Services, Inc. paid annual cash dividends of $0.31 and
$0.30 per common share on December 13, 2001 and December 14, 2000 to
shareholders of record on the close of business on November 16, 2001 and
November 20, 2000, respectively. Future dividend decisions will be based on,
and affected by, a number of factors, including the operating results and finan-
cial requirements of the Company and the impact of regulatory restrictions. See
Management’'s Discussion and Analysis — Liquidity and Capital Resources,
included elsewhere in this Annual Report.

John Hancock Employees

As of December 31, 2001, there were 8,355 John Hancock employees:

- 3,540 in the home office/home office field

- 1,846 in U.S. subsidiaries

- 2,969 in non-U.S. subsidiaries

These figures do not include brokers, consultants, pre-contract marketing repre-

sentatives or general agency personnel.

Customer Service

Retail customer service is provided by John Hancock Signature Services (JHSS)
from centers in Boston, Massachusetts, Milwaukee, Wisconsin, and
Albuquerque, New Mexico. The unit also supports the sales intermediaries who

sell our life insurance, LTC insurance, annuities and mutual funds.
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